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As temperatures and pressures inerease in steam-electric power 
plants, the problems involved in designing, engineering, and fabri- 
cating main and reheat steam piping multiply themselves many 
times over. This emphasizes, more than ever, the value of the long 
experience, in the laboratory and on the job, of The M. W. Kellogg 
Company—leader in the power piping field. 

More evidence of M. W. Kellogg’s accumulated piping design 
experience and ability to tackle each new power piping project in 
its stride, is the company’s new 400-page book, “‘Design of Piping 
Systems’”’—to be published shortly by John Wiley & Sons. The 
most comprehensive work ever made available publicly on the 
physical design of piping, it is one of the many ways M. W. Kellogg 
cooperates with consulting engineers, engineers of power gener- 
ating companies, and manufacturers of boilers, turbines, and allied 
equipment. An outline of contents is shown above. 
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You can be sure of getting your copy of this limited edition 
of “Design of Piping Systems” by writing now to M. W. 
Kellogg, asking to be notified as soon as the book is avail- { 
able. Ask also for the new, free, 12-page booklet, ‘‘Piping 
Flexibility Analysis,’ which shows how M. W. Kellogg’s 
various flexibility analyses techniques can cut piping design 
and construction costs. 
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ie KANAWHA RIVER 9113 


Appalachian Electric Power Co. 
on the American Gas and Electric System 


Two B&W Pressure-Fired Radiant Reheat Boilers with 
Gas Recirculation and Divided Furnace Construction. 





2 ST. CLAIR 9240 


Detroit Edison Co. 


Four B&W Radiant Reheat Boilers with Gas Recirculation 
and Divided Furnace Construction. 
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TANNERS CREEK 9251 


Indiana and Michigan Electric Co. 
on the American Gas and Electric System 


Three B&W Pressure-Fired Radiant Reheat Boilers with 
Gas Recirculation and Divided Furnace Construction. 





4 SHAWVILLE 9310 
Pennsylvania Electric Co. 


Two B&W Radiant Reheat Boilers with Gas Recirculation 
and Divided Furnace Construction. 





5 MUSKINGUM RIVER | 9374 


Ohio Power Co. 
on the American Gas and Electric System 


Two B&W Pressure-Fired Open-Pass Reheat Boilers 
with Gas Recirculation. 


6 EASTLAKE 9386 


The Cleveland Electric Iluminating Co. 
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Appalachian Electric Power Co. and Ohio Power Co. 
on the American Gas and Electric System 





Four B&W Pressure-Fired Radiant Reheat Boilers with 
Gas Recirculation and Divided Furnace Construction. 
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Public Service Electric & Gas Co. 








9 BARRY 9557 


Alabama Power Co. 














JUSTIN R. WHITING 9574 


Consumers Power Co. 
Three B&W Radiant Reheat Boilers. 
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Annual plant net heat rates of the ten most efficient central stations in the 
United States in 1954 — as reported by the Federal Power Commission — are 
led by Kanawha’s record 9113 Btu per net kwhr. They are strong vindication 
of the foresighted utilization of major engineering advances which are taking 
this nation so far and so fast along the road of power generation progress. 
And the development of these advances has been possible only through the 
efforts of the electric companies and their primary suppliers working coop- 
eratively to provide more electricity more efficiently. 

In most of these leading stations, B&W Boilers designed with the most 
advanced features are contributing substantially toward achieving the remark- 
able plant efficiency levels reported. For example, at Kanawha the B&W 
vertically-fired Radiant Boiler units utilize: 


PRESSURE-FIRING 
To eliminate air infiltration, reduce stack loss and assure greater 
efficiency. 


CYCLONE STEAM SEPARATORS 
To assure positive natural circulation at high pressures with lowest 
auxiliary power cost, and send steam of highest purity to the turbines. 


DIVIDED FURNACE CONSTRUCTION 
To hold building volume to the minimum while achieving required 
furnace cooling surface. 


Just behind the ten leaders are more plants — many with B&W Units — pro- 
ducing abundant, economical power in all parts of the country. 

Welcoming its responsibilities as a major supplier, B&W continues to apply 
the knowledge derived from almost a century of boiler engineering, design and 
fabrication experience. And to help foresee the needs of the future, the practical 
results of an extensive B&W program of research and development are con- 
tinuously being enlisted in the efforts to achieve still higher levels of steam- 
electric generating efficiency. 


G-738 
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[' is quite possible to make too much out 
of a single election on the public own- 
ership issue in a sparsely settled county of 
Washington state. But the recent verdict 
of the voters of Stevens county, Wash- 
ington, which was nearly 3 to 1 in favor 
of selling out the local public utility dis- 
trict’s facilities to the Washington Water 
Power Company. is both impressive and 
unique. (See post, page 1042.) 


LACKING any broader scene of direct 
head-on contest, observers must consider 
the Stevens county election as a small but 
representative sample of current opinion. 
There were, of course, local peculiarities. 
But the most noteworthy of these pecu- 
liarities is the fact that the public utility 
district of Stevens county had been estab- 
lished for nearly two decades. In few other 
areas around the country, where the pub- 
lic power issue might be voted on the basis 
of established but competitive going con- 
cerns, could the choice be made on such a 
record of actual performance. 


AND it was apparently that record of 
performance which swayed the result. 
Taxes, rates, and service were three fac- 
tors which weighed heavily against the 
public utility district. In other words, the 
private company paid much higher pro 
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rata taxes and gave better service for low- 
er rates. The district thus had three strikes 
on it and accordingly struck out. 


Bur there was one other unique char- 
acteristic about the Stevens county vote 
which could not be easily duplicated else- 
where. It was the fact that both the private 
company and the utility district agreed to 
settle their differences on the basis of the 
people’s verdict. True, the test was 
“loaded” to the extent that the private 
company had to get over 60 per cent of 
the votes in its favor, whereas the public 
utility district had to get only more than 
40 per cent. But that is a comparatively 
slight advantage when compared with the 
loading which takes place in other public 
power “preference customer” setups. The 
main thing was that the rivals agreed that 
Stevens county was too small for both of 
them to stay in business. They agreed in 
advance on the price to be paid in carrying 
out either alternative. The chairman of the 
public utility district, in a postelection 
statement, said that he would do every- 
thing possible to abide by the decision. 


Pe so the Stevens county voters were 
confronted with a clean-cut choice— 
perhaps unparalleled in such balloting. 
What would happen if similar tests were 
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At less cost than 


a dozen miles of new high-line, 


any electric utility company can place a 
1,000 KW. Electro-Mobile Power unit 


right at the point of need. 


It postpones investment in additional 


generating station capacity. 
Transmission line loss is eliminated. 
Complete self-operation can be provided. 


The unit may be moved to any other 
site quickly and cheaply. 


Write for simple formula explaining invest- 
ment advantages of Electro-Mobile Power: 





ELECTRO-MOorTIveE DIVISION , 


GENERAL MOTORS ° LA GRANGE, ILLINOIS 











Rail car, truck trailer 
and portable units— 
350 to 1,000 KW, 





offices located in: New York City, Chicago, Jacksonville, St. Louis and San Francisco. 


: Sold and serviced directly through a manufacturer's organization. Electro-Motive Division 
In Canada: GENERAL MOTORS DIESEL, LTD., London, Ontario 
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PAGES WITH THE EDITORS (Continued) 


tried elsewhere? \Was Kinsey M. RKobin- 
son, president of the private company, 
overconfident in his statement that “the 
majority of American people anywhere 
will vote in favor of free enterprise if they 
are only given an opportunity to do so”? 


It is possible that the real answer 
lies in the fact that Stevens county voters 
had the proof of the pudding. Too often 
public ownership elections are beclouded 
by comparison of an existing agency on 
one side with pie-in-the-sky promises of 
a prospective agency on the other. More 
such tests as Stevens county, based on du- 
plicate experience, might: provide a more 
conclusive outlook of whether the Stevens 
county election represents a trend. 


Down in San Antonio, Texas, there is 
a somewhat different setup involving mu- 
nicipal ownership of the local power util- 
ity service. There the city apparently got 
into the utility business more or less by 
default, following the breakup of a hold- 
ing company system under federal law. 
San Antonio’s municipal plant has been in 
operation now long enough—but on a mo- 
nopoly basis—for the citizens and city 
leaders to decide whether they want a con- 
tinuation of the same or whether the city 
would be better off by ‘‘desocializing.”’ 


THE author is Hat H. Dewar, former 
president of the Investment Bankers .\s- 
sociation of America and partner, Dewar, 
Robertson & Pancoast, San Antonio se- 
curity dealers. Mr. DEwar, who has also 
served as head of the National Associa- 
tion of Securities Dealers, is a native of 
Austin and a graduate of the University 
of Texas (BA, ’23). He entered the in- 
vestment field in Chicago but returned to 
San Antonio in the same line of activity 
in 1924. He helped organize his present 
company in 1932. 


— acennageil B. Dorav, whose article on 
the cost of capital and the fair rate 
of return begins on page 1006, was born 
and schooled in Wisconsin (BA, ’19, Law- 
rence College; MA, ’20, PhD, ’28, Univer- 
sity of Wisconsin). He has been continu- 
ously engaged in teaching economics since 






JOHN A. WARING, JR. 


his college days, being associated with the 
faculties of the universities of Wisconsin. 
Northwestern, and New York. He is now 
professor of economics at the last-named 
institution. His article in this issue is sub- 
stantially a restatement of an address de- 
livered before the Pennsylvania Bar As- 
sociation at Bedford Springs, Pennsvl- 
vania, last June. 


poem A. WARING, JR., whose article on 
the relative stake of the electric utility 
industry in the United States, compared 
with other industrial power capacity, be- 
gins on page 1022, is a research writer 
specializing in articles, surveys, reports on 
technologic, energy, and resources devel- 
opments. He prepared the first statistical 
surveys and analyses of U. S. industrial 
plant capacity to be published since 1934, 
in the financial section of the Vew York 
Herald Tribune, January 22, 1950. He has 
also written for Dun’s Review and in 
“America’s Needs and Resources—a New 
Survey,” The Twentieth Century Fund, 
New York, 1955. 

WE welcome this opportunity of wish- 
ing our readers and friends everywhere 
a Merry Christmas and a Happy and 
Prosnerous New Year. 

THE next number of this magazine will 
be out January 5th. 


A. Cin 
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Many executives who use 
today’s most advanced 
punched-card computer 

say...yes! 
Because . . .“It makes dozens of 
record-keeping decisions and calcula- 
tions every second”. . .“It figures out 
the complete story on our profit 
changes whenever we want it”. . .“It 
simplifies and solves our most com- 


ROOM 2254, 315 FOURTH AVE., NEW YORK 10, N.Y. 














plicated payroll, production and bill- 
ing problems.” 

The Remington Rand Univac 120 
actually does replace routine human 
thinking. Take time-keeping for ex- 
ample. It arrives at pay hours while 
allowing for thousands of variations 
in shift time, pre- and post-shift time, 
lunch hours, etc.—checks its own re- 
sults—and flags obvious human re- 
cording errors. 


DIVISION OF 


Does Univac 120 eliminate intelli- 
gence? Certainly not. But it does free 
your skilled personnel for creative 
thinking. Wherever you pay for cleri- 
cal chores that involve analyzing, 
classifying, making logical decisions, 
comparing and calculating . .. Univac 
120 electronic methods will earn their 
way over and over in speed, accuracy 
and efficiency. Put it squarely up to us 
to show you how and where. 


Rremington. Fkand. Univac. 


SPERRY RAND CORPORATION 





Co mM Ing IN- THE NEXT ISSUE 


(January 5, 1956, issue) 


* 


THE OUTLOOK FOR PUBLIC UTILITIES—1956 


With the New Year comes the second session of the 84th Congress. Organized by 
the Democrats on the basis of a close margin of control, the work of this session will 
be definitely dominated by political considerations in what promises to be a very hotly 
contested general election next November. Will these political considerations tend 
to make Congress avoid or defer controversial policy decisions? Will the majority in 
Congress attempt to use the session to build up a so-called ‘‘utility issue’? Will Con- 
gress pass the controversial ‘Harris Bill'’ to exempt independent producers from full 
jurisdiction of the FPC? Francis X. Welch, editor of PUBLIC UTILITIES FORTNIGHT- 
LY, who has regularly written the ‘forecast’ article at the beginning of each year, 
gives us some new predictions for the year 1956, along with reasons why he thinks 


they will come to pass. 


HUMAN RELATIONS IN THE UTILITY BUSINESS 


People are important in all forms of business public relations, regardless of whether 
the industry is a utility or not. But public utilities have a special stake in the emphasis 
on human relations by very reason of the lack of direct service competition which non- 
utilities face and for which commission regulation must be a substitute. The cultivation 
of good public relations, therefore, must do extra duty for the public utilities in assur- 
ing them of continued good will of customers, investors, employees, and the general 
public. R. G. Rincliffe, president of the Philadelphia Electric Company, has written 
a timely message on his company's experience and techniques in promoting such desir- 
able relations. 


WHY COLLEGES ASK BUSINESS FOR MONEY 


Here is another excellent contribution to the recent discussion of corporate contribu- 
tions towards educational projects. Until fairly recently, business gifts to colleges have 
been reported as unusual. Actually, they are quite logical. Business takes most of the 
product of the colleges. It will need more and more of that product. The cost of col- 
lege operation has skyrocketed just like everything else. But student affluence has not 
kept pace with the mass demand for more and more educated young people to meet 
the future needs of business. Endowments do not earn as they once did, and so col- 
leges need money—moderate, regular money, spread over the whole business com- 
munity. James H. Collins, California author of business articles, gives us a fresh look 


at this increasingly important subject. 


* 


Al ? er Special financial news, digests, and interpretations of court and com- 


10 


mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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It took plenty of ‘‘elbow grease” to operate this oldtimer. Like 
so many other old-fashioned hand operations it has been sup- 
planted by a machine which can turn ouf the product faster and 


more economically. 


VV BEN IT comes to the compilation of fig- 

ures, it’s just plain good sense to abandon 
hand operations in favor of machine tabula- 
tion. Take the important project of rate analy- 
ses for example—there’s no need to compile 
these figures in your office, tying up personnel 
and office machines, when you can farm out 
the job to us and get it much faster and 
cheaper. Our “Bill Frequency Analyzer” can 
analyze between 200,000 and 300,000 bills a 


Recording & Statistical Corporation 
00 Sixth Avenue ° 





New York 13, N. Y. 





in more ways than one 











day and do the work in “One Step’”’. 


We can prove to you conclusively that the 
“One Step” method will save you 50% in cost 
and untold hours of time. Send us a sample 
of your billing sheet, a copy of rate schedules 
and an estimate of the number of customers 
billed on each rate and your frequency table 
requirements. We’ll give you an estimate of 
costs without charge! 


Your key 
to better figures”’ 
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“There never was in the world two opinions alike.” 


(sFORGE E. SOKOLSKY 
Columnist. 


THOMAS G. SPATES 
Professor emeritus, 
Yale University 


Excerpt from Human Events 


IRVING E. Howarp 
Staff member, Christian 
Economics magazine 


CHARLEs FE, WILSON 
Former president, General 


Electric Company. 


CLIFFORD I. Hoop 
President, United States Steel 
Cor poration. 


—MonTAIGNE 





“Whenever, in the capitalist system, the object is to 
make a profit, the prospect of a loss is ever-present. 
If banks or any other industries in a capitalist country 
are to serve without any risk at all, then they become 
government institutions.” 


¥ 


“Compulsory unionism is inconsistent with both 
Christianity and the American way of life. It’s low- 
down hypocrisy to talk about freedom in the United 
States when 70 per cent of all organized workers are 
under compulsory unionism.” 


¥ 

“Outside of Washington, few citizens realize that the 
most powerful lobby in the capital is not the U. S. Steel 
or the big business associations; it is the executive 
branch of the government which, with far more funds 
at its disposal, is constantly working for its interests 
in the halls of Congress.” 

* 

“... Christianity is not bankrupt! It is Socialism that 
is bankrupt for new ideas. The teachings of Jesus are 
still relevant and contain the truth that makes men free. 
Man is a spiritual being, not a materialistic mechanism. 
Man is responsible to God beyond all other authorities. 
As such, man has inalienable rights to life, liberty, and 
property, which rights no government can give and no 
government should take away. This is the true Social 
Gospel.” 

© 

“It does not seem so long ago that I stood before an 
EET convention and discussed the fact that there were 
critics in some quarters who were croaking dismal pre- 
dictions of an electric power shortage. Whatever hap- 
pened to that line of forebodings? It was simply buried 
under an avalanche of new power stations, new invest- 
ments in plant and equipment, new developments in 
more powerful and efficient generating and distributing 
equipment. It was swallowed up in the rush of electric 
utility companies willing to bet their funds on America’s 
increasing demand for electrical energy.” 


> 


“[Three times during the past ten years] we have 
seen citizens prominent in political, economic, and allied 
fields come down with a bad case of the ‘depression 
tremens.’ [A symptom of this condition is] an uncon- 
trollable clamor for more and more government inter- 
vention in the normal economic processes of the land. 
It is unfortunate, of course, that we cannot inoculate 
such individuals with a few distilled facts—facts such 
as the confidence of the present administration in the 
ability of American industry to raise economic levels 
to new heights without any priming of the pump and 
with only a little extra push on the handle.” 
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LOW COST 
WOOD PRESERVATIVE 







For over 50 years creosote has been, and still is, the most 
effective low cost chemical for prolonging the service life 





of poles, conduit and construction woods. And longer service a ‘— 
ie : : y  AMCRECO > 
life is the first and most important reason why you invest LOWRY PROCESS “i 


Lod, i te} -lek a tome Lele) es) 


X Sie IQO4 s 


>... — 


money in treated woods. 


However, creosote must be applied properly for maximum 
results. Application is a job for an experienced treater— 
ONE WHO HAS A PROVEN SERVICE RECORD. 


The American Creoscoting Company, backed by over fifty 
years experience in wood preservation, has an enviable record. 
Amcreco creosoted materials have undergone the only conclusive 
test—on the job .. . long, long years of service with lasting 
strength throughout the life of the wood, and high resistance 
to fungi, borers, insects and natural enemies of wood. 








When you put wood products to work you want longer 
service life and appreciable money savings through reduced 
repair and maintenance work. You can get it by taking advantage 
of Amcreco’s fifty years experience. We welcome the opportunity 
to help the buyer. Amcreco’s 23 plants and 12 sales offices are 
strategically located to give you the kind of service you 
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require, wherever you may be. 








AMERICAN CREOSOTING COMPANY 
INCORPORATED 


INCORPORATED ~~ 


Shreveport Creosoting Company [7 §\ —-y/aa 4/7 Georgia Forest Products Company 
Colonial Creosoting Company eu GE@ Gulf States Creosoting Company 
Federal Creosoting Company - ~ AR Georgia Creosoting Company 

Indiana Creosoting Company Kettle River Company 





LOUISVILLE 2, KENTUCKY 
12 FIELD SALES OFFICES TO SERVE YOU 
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“Looks like they've made a better mouse trap for a long time!" 


THE MOUSE TRAP. idea is, of course, 
obsolete. Some customers beat their way to your 
door, but mostly you send capable power salesmen 
to keep you close to your leadership customers. 


Electrified Industry helps your selling, too, by mak- 
ing good calls on industrial customers at 21¢ each. 
Your power salesman can tell you how this magazine 
helps them to maintain better-than-ever customer 
contact and to increase your net revenue. 


BE SURE TO SEND Today's Business to your lead- 
ing store-and-office customers. It builds your com- 
mercial revenues, helps modernize your communities. 


ELECTRIFIED INDUSTRY ~: Todays Biciness 


Martin Publications — 20 No. Wacker Dr., Chicago 6 

























































Na ely 





La 
searmagerara 
be © 




















X J 





Now is the time to plan for 56 summer loads 


Order your G-E residential secondary capacitors now 
and avoid costly, last-minute, rush installations 


The increased use of residential cooling equipments 

means two things: 

1. Summer system overloading, voltage problems, 
and low power factor. 

2. The need for residential secondary capacitors 
at the first sign of hot weather. 


We suggest that you plan your purchases now to 
include the secondary feeder units that you’ll need 
on your lines next summer. Early planning and 
ordering will help you avoid possible summer sys- 
tem over-loading—and you'll be assured of having 
capacitors when you need them. 


General Electric residential capacitors are available 


Progress /s Our Most Important Product 


GENERAL @@ ELECTRIC 
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in 3, 5, 7.5, and 10-kvar ratings to meet your 
varying needs. Whatever the rating, G-E units are 
built to be installed and forgotten. 


Long capacitor operating life is assured through 
the use of G-E pioneered low-loss kraft paper which 
holds temperature rise to a minimum—an impor- 
tant factor in correcting ‘‘heat wave’’ load problems. 


Your local G-E Apparatus Sales Representative can 
help you plan your residential capacitor needs 
now. And for more detailed information on the 
capacitors, just write for Bulletin GEA-6186, 
to Section 441-31, General Electric Company, 
Schenectady 5, N. Y. 









OUTLINE OF 3 AND 5 KVAR UNITS 











Pioneering New Horizons 


in Power... Striving 
today for peaceful 
application of atomic 


energy tomorrow 


Pioneer Service 
& Engineering Co. 


231 SOUTH LA SALLE STREET, CHICAGO 4, ILLINOIS 


Serving Power-Plant / 
Needs of Industries and /a 
Utilities for 53 years .. . 
Our booklet, ‘Pioneering 
New Horizons,” describes the 
complete services we offer. 
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Here’s Proof of Performance... 
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Over 99% of 


pressure-creosoted poles 
installed since 1923 


\still in very good, serviceable condition 


e All over the country electric and telephone utilities 
are taking advantage of the long-lasting properties of 
pressure-creosoted utility poles. Take the example of the 
New York State Electric & Gas Corp., Binghampton, 
New York. 

Mr. H. L. Livingood, Distribution Engineer, tells 
about their use of pressure-creosoted poles. “It’s hard 
to say when we started using pressure-creosoted poles. 
We set a few as far back as 1888, though we didn’t start 
using them in real quantity until 1923. By 1931 we 
abandoned untreated poles altogether. 


“It’s difficult for me to estimate the service we expect 
from the creosoted poles, since they’ve already lasted 
over 30 years. We have had to replace a very few, far 
less than one per cent. We don’t anticipate setting up a 
replacement program for creosoted poles until about 
1960. And even then we expect that only a very few 
will be ready for replacement. So if you ask me to esti- 





a ® mate the life of our creosoted poles, all I can say is, 
‘ considerably longer than 30 years.” 

As this excellent case history proves, in many, many 
‘. instances the life of pressure-creosoted poles far exceeds 


the expected 30 years. For more information on pressure- 
creosoting, and on USS CreEosoTE, get in touch with our 
nearest Coal Chemical sales office, or write directly to 
United States Steel Corporation, 525 William Penn 
Place, Pittsburgh 30, Pennsylvania. 


Mr. Livingood points out one of the 1923 poles. Pole 
is still strong, good for many more years of service. 


| You can obtain clean pressure-creosoted poles upon specification without sacrificing pole service life. 


SALES OFFICES IN PITTSBURGH, NEW YORK ,CHICAGO CLEVELAND, SAN FRANCISCO AND FAIRFIELD, ALA. 
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American Appraisals of reproduction 
cost may affect rates 
An American Appraisal report of the cost of repro- 
duction provides convincing evidence in the prepa- 
ration of an appeal for adjusting rates to provide 
a more equitable return. 


The 
AMERICAN APPRAISAL 


Company 
Leader in Property Valuation 
Home Office: Milwaukee 1, Wisconsin 
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a gift for— 


@ A large stockholder 
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Hy you are undecided about 


© A retired executive of your company 
© Some member or members of your Board of Directors 


@ An attorney or specialist on retainer 


Chrisimas Gift Order Jorm 


Annual subscription price, Public Utilities Fortnightly: United States and possessions— 
$15.00; Pan American Countries—$15.00; Canada—$16.00; All other Countries—$17.50 


Z Wiseapententense see nssenc scents cso 
18 
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FOR CLEANER 













COOKING /“ | 
wt — XN StER 
? ». REFRIGERATION 
Columbia Gas System \ fe | 
delivers a modern miracle ~ AS 
24 Hours-A-Day! pa : 
t f FOR CHEAPER / 
/ _ DRYING 
a oN 
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FOR INSTANT 
HOT WATER“ 


Se 


COLUMBIA 
GAS 


SYSTEM 


* 
* 





© The Columbia Gas System 


CHARLESTON GROUP: United Fuel Gas Company, Atlantic Seaboard Corporation, Amere Gas Utilities Com- 
pany, Virginia Gas Distribution Corporation, Big Marsh Oil Company, Centra! Kentucky Natural Gas Company; 
COLUMBUS GROUP: The Ohio Fuel Gas Company; PITTSBURGH GROUP: The Manufacturers Light and Heat 
Company, Binghamton Gas Works, Cumberland and Allegheny Gas Company, Home Gas Company, The Key- 
stone Gas Company, Inc., Natural Gas Company of West Virginia; OIL GROUP: The Preston Oil Company. 
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FLORIDA POWER & LIGHT 
SELECTS S2€ POWER 


Florida Power & Light Company is the Sun- 
shine State’s fastest growing utility. Year after 
year more manufacturers, more businesses, and 
more commercial enterprises are moving into the 
territory it serves. Rapid population gains have 
increased customers by 138%, and more than 


tripled demands on the Florida Power & Light 
system since the end of World War II. 


To satisfy these demands, Florida Power & Light 
has carried on an extensive power expansion pro- 
gram which, by the end of 1955, will have required 
the investment of $250,000,000 since V-J Day. 

For an expansion program of such importance, it 
is only natural that the greatest possible care is 
used to make sure that service continuity is main- 
tained and system equipment is protected. 


Aerial view of the Hialeah section of Miami—one of the areas where rapid building of homes and indus- 
try has increased demand for light and power to six times what it was ten years ago. Hialeah Park is na- 


tionally famous... 





open the year around ... host to hundreds of thousands annually. 











COMPANY 





For example, S&C Drop-Out Power 
Fuses—Type SMD (marked by ar- 
rows, right) are installed at Hialeah 
substation to protect two 7500 kva 
69/13 kv transformers which serve 
Hialeah Park as well as the hundreds 





of homes and many small industrial 
plants which surround it. 


How SC Power Fuses Are Used in the 


69 Kv and 115 Kv System Protection Schemes 


The transmission lines of Florida 
Power & Light Company are tapped 
at intervals to feed distribution sub- 
stations. As was originally planned, 
the power transformers were not al- 
ways provided with primary protec- 
tion against secondary faults since 
primary breakers could not be eco- 
nomically justified. 


After a 115 kv power transformer 
had been lost (for lack of such pro- 
tection) the matter of protection was 
reconsidered. It was then decided 
that this protection was essential and 
that the device selected must meet 
these special requirements. 


1. Provide system protection over a 
wide range of fault currents. 


POWER FUSES e 


2. Coordinate with the transformer 
damage curve to provide maximum 
protection to the transformers. 


3. Give complete coordination with 
secondary protective devices over 
the full range of fault currents. 


4. Be capable of withstanding the 
recovery voltages which might be 
encountered under various fault 
conditions. 


5. Be low in cost. 


S«C Power Fuses, Type SMD, were 
found to meet all these requirements. 
Further details of Florida Power & 
Light’s application of these fuses may 
be found in AIEE Paper No. DP 
55-405. 


Specialists in High-Voltage Circuit Interruption since 1910 
S$2C ELECTRIC COMPANY 


4440 RAVENSWOOD AVENUE 
In Canada: S&C Electric Canada, Ltd., 


DISTRIBUTION CUTOUTS AND FUSE LINKS e 


e CHICAGO 40, 


LOAD INTERRUPTERS 





ILLINOIS, 
8 Vansco Road, Toronto 14, Giserie 
METALCLAD SWITCHGEAR 
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115 KV 
POWER FUSE 
TYPE SMD 


AY 


115-13.8 








13.8 KV 





FEEDER 
BREAKER 


Typical substa- 
tion tapped di- 
rectly from Flor- 
ida Power & 
Light’s transmis- 
sion lines. 
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More and more 
Utilities and Industries 
find the need for 


{ng 





Consulting Services 


<< 


the help you wastwhen you need it 
mTnrors ee OF before 





FINANCING 
ACCOUNTING 
TAXES 
INSURANCE se —— 
PENSIONS We invite your inquiry. 
RATES Write for our booklet describing 
DEPRECIATION in detail the many services 
ricnmanmeteneeed available to you. 
CONSULTING & DESIGN ENGINEERING 
PURCHASING Address: Department E 
INDUSTRIAL & PUBLIC RELATIONS 300 Park Avenue, New York 22, N. Y. 


ADVERTISING 





Cpl Servos Ge. 





COMMONWEALTH ASSOCIATES INC. 
300 Park Avenue, New York 22, N.Y. 


Jackson, Michigan Washington, D. C. 
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Newport News Mechanical 
Rack Rake and trash car | 
being prepared for shipment. | 
Upon lowering a rake in op- 
eration its teeth swing down- 
ward, parallel to the face of 
the rack, and about 15” away. 
On the upward cleaning 
stroke, teeth swing perpen- 
dicular to the rack and ex- 
tend about 3%” intoeachrack — ; 
bar space. Nature of trash to 
be handled dictates design of 
teeth. Special teeth are avail- 
able for cleaning racks of fila- 
mentous algae, seaweed, etc. 


Positive cleaning action 
calls for guided rack rakes 


Excessive loads of trash cannot push a Newport 
News rake away from the racks. 


And there’s no chance of the rake riding over 
trash on the upward cleaning stroke. Nor will its 
teeth drop the debris. Because Newport News 
builds the rake to operate in channel guides... 
for positive cleaning action. 


That’s why efficient rack cleaning assures the 
maximum head at intakes and is yours when you 
put a rugged and dependable Newport News 
Mechanical Rack Rake on the job. 


Maximum width of a single rake is determined 
by design of the forebay. Where a single bay is 
extremely wide, intermediate guides are some- 
times installed to reduce width of the rake. Such 
installation is relatively inexpensive. 


A power-operated Newport News Mechanical 
Rack Rake, under ordinary conditions, enables 
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one man per shift to keep racks clean for a 
dozen bays, from 5’-6” to 28’-6” in width. 


Trash is cleaned from the rake manually, or by 
a mechanical “sweep”, into a flume, a car or onto 
a trash apron. Local conditions and nature of the 
trash dictate method of disposal. The many typi- 
cal installation arrangements fit most needs, but 
each installation is a custom built job. 


We invite inquiries from water users who are 
troubled with trash. Write for your copy of 
“RACK RAKE”, an illustrated booklet describ- 
ing the operation and advantages of the Newport 
News Mechanical Rack Rake. 








Shipbuilding and Dry Dock Company 


Newport News, Virginia 


23 





24 











Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value... 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 





QO-Panels 


H. H. Robertson Company 


2400 FARMERS BANK BLDG. °* PITTSBURGH 22, PA. 
Offices in Principal Cities 














Q-Panel walls grace the new Elrama Power! 
Plant (above) near Pittsburgh. It was designed | 
by Duquesne Light Company’s Engineering | 
and Construction Department. The Dravo/| 
Corporation was General Contractor. 



































Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were used 
to enclose the impressive Hawthorn Steam 
Electric Station (left) of the Kansas City, Mis 
souri, Power and Light Company. Ebasco Ser 
vices, Inc., designed and built the plant. 


NAME 
FIRM 


ADDRESS 
PUFI 
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DECEMBER-JANUARY 





Thursday—22 


American Road Builders 
Association will hold an- 
nual convention, Miami 


Friday—23 


Southern Gas Association 
will hold air-conditioning 
sales conference, Jackson, 


Saturday—24 


Pipeline Contractors Asso- 
ciation will hold annual con- 
vention, Boca Raton, Fla. 


Sunday—25 


Merry Christmas, 1955! 





Beach, Fla. Jan. 11-14, 1956. Tenn. Jan. 13, 1956. Ad- Jan. 16-18, 1956. Advance 
Advance notice. vance notice. notice. 
Monday—26 Tuesday—27 Wednesday—28 Thursday—29 


Canadian Electrical Asso- 
ciation, East Division, will 
hold meeting, Halifax, 
Nova Scotia, Canada. Jan, 


Water Works 
Association, New York Sec- 
tion, will hold midwinter 
luncheon meeting, New 


American 





National Housewares and 
Home Appliance Manufac- 
turers Exhibits will be held, 
Chicago, Ill. Jan. 19-26, 
1956. Advance notice. 


Oklahoma Utilities Associa- 

tion, Accounting Section, 

will hold meeting, Tulsa, 

Okla. Jan. 20, 1956. Ad- 
vance notice. 


© 





16-19, 1956. Advance no- York, N. Y. Jan. 17, 1956. 
tice. Advance notice. 
Friday—30 Saturday—31 

National Association of Industrial Heating Equip- 


Home Builders will hold 

convention and exposition, 

Chicago, Ill. Jan. 22-26, 
1956. Advance notice. 


ment Association will hold 

meeting, Chicago, Ill. Jan. 

23, 24, 1956. Advance no- 
tice. 








Tuesday—3 


National Rural Electric Co- 
operative Association will 
hold annual meeting, St. 
Louis, Mo. Jan. 23-26, 1956 
Advance notice. 





Wednesday—4 


Weed Society of America 
begins charter meeting, New 


York, N. Y. 


€ 


JANUARY 


Sunday—1 


Happy New Year, 1956! 


Monday—2 


American Society of Heat- 

ing and Air Conditioning 

Engineers will hold annual 

meeting, Cincinnati, Ohio. 

Jan. 23-25, 1956. Advance 
notice. 





Jan. 24-27, 





Thursday—5 


American Management As- 
hold gen- 
eral management confer- 
ence, San Francisco, Cal. 
1956. Advance 
notice. 


sociation will 





Friday—6 


American Institute of Elec- 

trical Engineers will hold 

winter general meeting, 

New York, N. Y. Jan. 30- 

Feb. 3, 1956. Advance no- 
tice. 

















“Ht came upon the midnight clear”’ 
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Can a Public Plant Go Private? 


San Antonio’s experiment with a municipal power plant ts unique 

to the extent that it happened more or less by default. But there 

should be a re-examination of an interesting alternative—the possi- 

bility of “desocializing” the municipal plant by turning it back to 
private enterprise. 


By HAL H. DEWAR* 


HE investment banking business is 

second only to the utility industry 

in being alarmed about the expan- 
sion of public power. While some of our 
members, in different degrees, have aided 
and abetted this expansion, they are the 
exception rather than the rule. Most of 
these members are seriously concerned 
with the problem not only because of its 
direct impact but also because it is one of 
the major steps that is gradually putting 
us into a socialistic economy. 





*Former president of the Investment Bankers 
Association of America, resident in San Antonio, 
Texas. For additional personal note, see “Pages 
with the Editors.” 


The investment banking business, as 
well as the utility industry, has played the 
role of whipping boy at the hands of poli- 
ticians. One of the things both have in 
common is that, while both deal in small 
sums with the individual on one side, the 
aggregate on the other side can be sensa- 
tionally large—always good political bait. 
Perhaps such a position is a tribute to eco- 
nomic achievement. Certainly the utility 
industry can point with great pride to the 
role it has played in the development of 
a finer and finer product at a lower and 
lower price. Such a development could 
only take place under conditions of eco- 


DECEMBER 22, 1955 








PUBLIC UTILITIES FORTNIGHTLY 


nomic freedom. Now that this great indus- 
try has flowered, is it to be plucked by 
politicians who, wittingly or unwittingly, 
are thereby leading us down the road to 
Socialism ? 

Electric utility leaders are aware of the 
danger and are making a vigorous fight. 
They are doing this by giving fine service 
and the best value for the money in our 
economy. But is this enough to combat 
the forces of public power with their easy 
money and their inflationary devices which 
are sapping the country’s financial fiber? 
Is there anything more that can be done? 
Are there any rays of hope in reversing 
the trend? There probably are. One of 
them, which I shall discuss, may offer an 
interesting field for work in this direction. 
I am referring to the city of San Antonio, 
which bought its electric and gas system 
in 1942. 


_— of all, let us consider San Antonio 

only as an interesting example, a case 
history, a clinical experiment of socializa- 
tion at the municipal level. How did it 
happen? How is it working out? What 
can be done, if anything, to reverse the 
movement which catapulted San Antonio 
into the vortex of city Socialism? And 
if we can get satisfactory or even promis- 
ing answers here, perhaps it might point 
to a broader way back from the road which 
eventually would lead to complete Social- 
ism. 

After all, despite earlier doctrinaire 
dogma enunciated by leftish professors 
and others, we know now the trend can 
be reversed. There is a road back. Desocial- 
ism is possible. The eggs can be unscram- 
bled. The experiences of Great Britain 
over the past decade, first with Socialism, 
then desocialism, show the way. 


DECEMBER 22, 1955 


The plain fact is that Socialism is losing 
ground in Britain, just as it is reported to 
be losing ground elsewhere in Europe. At 
the recent meeting (October) of the Brit- 
ish Socialist Labor party, Dr. Edith Sum- 
merskill, one-time Minister of National 
Insurance and conference president, con- 
fessed that the new generation of Britons 
does not rally “to the old emotional ap- 
peal of the Socialist party.” 

Only the extreme left, led by Yankee- 
hating, Moscow-flirting Aneurin Bevan 
countered with demands for nationaliza- 
tion of the steel industry, shipbuilding, en- 
gineering, textiles, chemicals, building, 
shipping, and finance companies. There 
was no enthusiasm for such dreams. The 
meeting broke up with the labor firm still 
doing business at the same old stand, the 
windows filled with unwanted, shopworn 
ideological merchandise. But it was ob- 
vious that, with its sound trouncing at the 
polls earlier in 1955, the Laborites are still 
trying to figure out why. 

San Antonio gives us a model close to 
home, born of circumstances with which 
we are more familiar, in a climate and 
setting (Texas) far from hospitable to 
leftish experiments or socialistic tenden- 
cies. 


HE San Antonio situation was more 
or less an accident. It happened by 
default. 

This electric utility property was owned 
by the American Light & Traction Com- 
pany and was disposed of following an 
order from the SEC under the Holding 
Company Act. The city of San Antonio 
was not public power minded but got pos- 
session of this property in a rather left- 
handed fashion. A group of local invest- 
ment bankers had been negotiating with 
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the American Light & Traction Company 
following the news that the SEC would 
order the sale. It was their hope to dis- 
tribute the common stock of the company 
locally and so keep the property in private 
hands. 

The private utility market at that 
time was not good, however, and they 
found that they had overpowering com- 
petition in the form of a state reclamation 
district which had ambitions to enter the 
public power field. 


hen local bankers were concerned about 

this form of ownership, for several 
reasons. One of the compelling ones was 
the fear that power would be diverted from 
San Antonio to other sections because 
there was a serious shortage in the area. 
San Antonio’s principal source of power, 
at that time, was located in the reclama- 
tion district about thirty miles away, and 
since the reclamation district officials and 
promoters were not San Antonians, there 
was good reason to fear possible power 
diversion. After quite a struggle the city 
government of San Antonio was per- 
suaded by the bankers to enter the arena 
and the net result, after long negotiations, 
court battles, and much bitter local fight- 
ing, was that the city of San Antonio be- 
came the owner of the system. 


= 


HIRTEEN years have passed and the 

system has grown tremendously, as 
has the city. There has been no distinctive 
change in the operating personnel or serv- 
ice and the rates have followed a down- 
ward pattern consistent with that of the 
private utility industry. The system is run 
by a self-perpetuating board of private 
citizens who operate during the life of the 
revenue bonds which were sold to pur- 
chase the system. 

Now let us look at the situation calmly 
and realistically. The system has been prof- 
itable beyond all expectations! The earn- 
ings have been plowed back into property 
additions, which were necessary because 
of the large growth of the city. 

In 1950, following a favorable bond 
market that promised substantial savings 
if the bonds were refunded, the question 
of changes in a refunding indenture arose. 
In 1942 when the system was acquired 
the city government insisted on having the 
system pay out of available funds an 
amount which was equivalent to what the 
old company had paid in property taxes. 
This was based on the principle that since 
these properties, during the life of a rev- 
enue bond issue, were to be operated, in 
effect, as a private utility company, they 
should bear their proportionate share of 
the tax burden of the community in pay- 


ity industry in being alarmed about the expansion of public 


q “THE investment banking business 1s second only to the util- 


power. . 


. . The investment banking business, as well as the 


utility industry, has played the réle of whipping boy at the 
hands of politicians. One of the things both have in common 
is that, while both deal in small sums with the individual on 
one side, the aggregate on the other side can be sensationally 
large—always good political bait. Perhaps such a position is 
a tribute to economic achievement.” 
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ment for the use of city streets, police and 
fire protection, etc. The sum of money to 
be paid by the system was frozen at a fixed 


figure. 


HIS was unrealistic in the original in- 

denture. In 1950 the expenses of the 
city government were far greater than 
they were in 1942 and so were the earn- 
ings of the gas and electric properties. The 
city contended that, in a refunding inden- 
ture, recognition should be taken of this 
fact and the system should share in the 
increased burdens of the city government. 
The public service board, administering 
the gas and electric properties, denied the 
demand of the city. The local press and 
many local businessmen and organizations, 
without any detailed study of the issues at 
stake, took up the cry of the public serv- 
ice board and red herrings were dragged 
over all trails. The real issues were con- 
fused in the minds of most people, includ- 
ing some of the chief protagonists in the 
fight. 

The public service board contended that 
its obligations were to the ratepayers and 
not to the taxpayers and that since the city 
would eventually inherit the property any- 
way, it was not denying it anything by not 
contributing to its revenue needs now. It 
also claimed that the earnings of the sys- 
tem should be no criteria as they might 
be made large or small, depending on the 
rate structure set. Their announced policy 
was to make the rates lower and lower. 
Parenthetically, this points up a danger 
which concerns independent board opera- 
tion of a utility. The value of a system is 
in proportion to its net earnings, assuming, 
of course, a rate structure in line with 
comparable communities. If, however, the 
rate structure is to be cut down and down 
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and full advantage is taken of the sizable 
tax-free advantage, then the properties 
that the city administration will inherit 
may have a questionable value. In view 
of this doctrine of cheaper power at the 
expense of both local and federal tax- 
payers, is it possible that the private busi- 
nessmen who constitute the city public 
service board are aiding and abetting a 
socialistic economy? 


guaran is too short to point to any 

economic truisms on some of the fun- 
damental issues at stake. Many of them 
bear on the question of the soundest way 
to raise revenues to cover municipal gov- 
ernmental needs. For example, under pub- 
lic ownership, with the great federal sub- 
sidy, is it not possible that fair rates on 
utility services are a sounder way of add- 
ing to city revenues than putting the en- 
tire burden on real estate? In any event, 
the private utility industry can say that 
it has always been a substantial source of 
revenue both to the communities it has 
served and to the federal government as 
well, and that when a property is taken 
off the tax rolls and these tax savings are 
passed on to the users of gas and electric- 
ity, these same consumers, in varying de- 
grees, have it (and more, too, maybe) 
added to their tax bill—both federal and 
local. 

The outcome of the 1950 controversy 
was a compromise. The city wanted more 
money in lieu of taxes. The public service 
board wanted the trust indenture opened 
up so it could borrow more money. The 
city got some more money—although not 
as much as it wanted. The old bonds were 
refunded and the new trust indenture per- 
mitted additional borrowing. The follow- 
ing year $10,000,000 additional bonds 
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Fair Rates and Fair Taxes 


“. . . under public ownership, with the great federal subsidy, is it not 
possible that fair rates on utility services are a sounder way of adding 
to city revenues than putting the entire burden on real estate? In any 
event, the private utility industry can say that it has always been a sub- 
stantial source of revenue both to the communities it has served and to 
the federal government as well, and that when a property is taken off the 
tax rolls and these tax savings are passed on to the users of gas and elec- 
tricity, these same consumers, in varying degrees, have it (and more, too, 
maybe) added to their tax bill—both federal and local.” 








were sold. Aside from this, however, all 
additions to the system have been made 
out of retained earnings. While generat- 
ing capacity has been increased from 
97,000 kilowatts in 1942 to over 300,000 
kilowatts today, the system has fewer 
bonds outstanding today than it had in 
1942. How would private utility operators 
like that kind of a setup? 


_ were quiet until 1955. Early in 

the year the board made a political 
boner. It had introduced in the legislature 
a bill which would take away from the city 
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government any powers to modify or ap- 
prove indenture changes. It would leave 
the board practically autonomous. A cry 
went up from the city hall and the news- 
papers took up the cry. Even though most 
of the membership of the city council at 
that time were not of the same importance 
in the community as the members of 
the public service board, the question of 
the possessive characteristics of independ- 
ent boards was brought into focus. The 
legislation was withdrawn. It had a corol- 
lary damage, however, in that some needed 
and constructive legislation sought by an- 


DECEMBER 22, 1955 








PUBLIC UTILITIES FORTNIGHTLY 


other independent board (the city water 
board) was delayed and thrown into a 
political issue. 

In May a new city council took office. 
This council is primarily a group of busi- 
nessmen, and is highly regarded locally. 
Many citizens hope it will settle the rest- 
less political atmosphere which has pre- 
vailed in San Antonio for many years. 
The council’s first job was to get a per- 
manent city manager. One was hired who 
has a fine record. Before he took office, 
however, the gas and electric system bonds 
were nearing the deadline of a six months’ 
call date. Some bond firms in the East, 
joined by a group of San Antonio firms, 
presented a suggestion that the bonds be 
called at a slight net interest saving and 
that the new indenture be broadened to 
give the city more money to support a 
much needed general improvement bond 
issue. 


N the fiscal year ending January 31, 
1955, the gas and electric system made 
payments of $1,378,734 to the city in lieu 
of taxes and cancellation of electric and 
gas bills. It was suggested that this amount 
be increased to a minimum annual figure 
of $3,250,000. With this, the entire tax- 
supported bonded debt of some $20,000,- 
000, as well as a new bond issue of $30,- 
000,000, could be serviced without any 
tax levy. Such a program would probably 
insure the voter support that most San 
Antonio bond issues have not had in recent 
years. 

Even the highly regarded present 
city administration was only able to get 
about $9,000,000 of a $15,000,000 bond 
issue passed this fall, although it is well 
recognized that even the $15,000,000 is 
far short of the minimum amount that is 
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needed to put the city’s physical plant in 
good condition. 


ahaa factor favoring the refund- 

ing at that time was the savings in 
interest rate to both the city and the school 
district by an improvement in investment 
rating. At that time city and school tax 
bonds were rated two notches below San 
Antonio’s electric and gas revenue bonds 
and water revenue bonds. This fall they 
have been raised one notch, but with no tax 
levy necessary on the entire tax-supported 
city debt, it is reasonable to assume that 
both city and school general obligation 
bonds would be rated equally with the 
revenue issues. 

Would it have jeopardized the rating 
on gas and electric bonds? Hardly, if one 
looks at the figures. Here they are for the 
year ending January 31, 1955: 





NSRGGS TOEOOIMIES cis cdS ess e's. $24,747,211 
Operating Expenses .....5..52.... 10,004,108 
GNSS RNOOIIE Sich oeee oa4 sean eds 14,743,103 
Average Interest on Bonds ........ 390,736 
INGE RROOING a5 coso ca cun esis awsews 14,352,367 
Average Bond Retirement ........ 1,519,048 
Net before Payments to City ..... 12,833,319 
Suggested Payment to City ....... 3,250,000 
Net Available for Plant Additions . 9,583,319 
Ratio of Above to Gross Revenues .. 38.7% 


Still the city public service board pulled 
out all the stops in fighting this refund- 
ing. Someone was trying to steal a part of 
its property. In one of the discussions 
the chairman of the public service 
board was reported by the newspapers to 
have stated that the board spent last year 
$2,822,000 above net income for plant ad- 
ditions and was therefore “in the red” to 
this extent. Would a utility company ex- 
ecutive, who had a net income after all 
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payments including dividends of $5,000,- 
000, and borrowed $30,000,000 for plant 
increase, consider that his company was 
“in the red” $25,000,000? That would be 
peculiar bookkeeping, wouldn’t it? Is there 
any sizable utility operation in the coun- 
try except this one that finances most of 
its plant increases (that will last for years 
to come) out of current revenues? If there 
is one, the current ratepayers should howl. 
Who are the current ratepayers? They 
are the people who need better streets, 
sewers, schools, police and fire protection, 
and health facilities. They want these in 
the most painless fashion. The idea that 
was presented is more painless than the 
current one but the most painless of all is 
to get these properties back where they 
belong—in private hands. The city will 
have a profit with which it can pay for 
the improvements it needs. The commu- 
nity will add a taxpayer, a booster for civic 
development, and a supporter of local 
charities. The nation will add a sizable 
sharer in the heavy tax burdens under 
which we are all suffering. 
 ‘ there an opportunity here for private 
power to step in and utilize this situa- 
tion to reverse the earlier trend? There 
are some reasons for feeling that there 
might be. How to take advantage of it is 
another question and further knowledge 


e 


of the background is needed. It should be 
noted that an accidental trial balloon on a 
return to private power was sent up in 
1950 during the first serious skirmishing 
between the city administration and the 
board. The only results that were apparent 
were press editorials that were amusingly 
inconsistent with the policy of the papers 
in which they appeared. 

It all started when one of the city com- 
missioners made a statement before some 
of the press representatives that if the 
board would not co-operate on amending 
the indenture, the city might sell the prop- 
erty because it could get a very good price 
for it. 

It was really not intended as a bar- 
gaining threat in the negotiations. But part 
of the press took it this way and immedi- 
ately screamed about the very thought of 
selling this gold mine. It went on to say 
that if a private power company were to 
operate in San Antonio, rates would have 
to go up, so the people of this community 
would be the losers. 


Se papers that editorialized on this 

subject are supposed to be strong ad- 
vocates of the free enterprise system. They 
have published some strong editorials from 
time to time against the encroaching So- 
cialism sponsored by the federal adminis- 
tration. But they apparently got their eco- 


“THE most desirable real estate in San Antonio ts in the hands 
of older groups which are conservative in their operations. The 
political elements are widely diffused, which, of course, creates 


a better climate for destructive rather than constructive move- 
ments. As a result, very few bonds have been voted for improve- 
ments in recent years—in fact, the bonded indebtedness of the 
community is much lower today than it was twenty years ago.” 
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nomics a little mixed up on this one. As in 
the fight between the board and the 1950 
city administration, it is a fair question— 
just who is the true believer in economic 
freedom? 

Is he the city official who suggests 
selling the system back into private en- 
terprise? Or is he the “‘conservative” news- 
paper editor who cries out against it and 
asks “who would pay the tax”? 


HERE are many background factors 

which should be carefully appraised 
for their possible influence on bringing 
this property back into private hands. 
Some of the favorable factors have al- 
ready been indicated. But here are some 
more: 


l San ANTONIO has not been a public 
* power town. The city purchased the 
system because it was forced to do so to 
save it from becoming the property of a 
non-San Antonio governmental agency. 


2 SAN ANTONIO as a community is high- 

* ly individualistic in its thinking and 
has opposed socialistic schemes engineered 
by the government. 


THE system can be sold today for a 

* fabulous sum above what it owes on 

its revenue bonds, releasing many millions 
for public improvements. 


4 San ANTONIO’s present municipal fa- 

* cilities are in a deplorable condition. 
It badly needs better sewers, hospitals, and 
streets, as it has not kept pace with the 
growing demands on these facilities. This 
is partly due to the political setup of the 
town and the division of property owner- 
ship. Perhaps half of San Antonio’s popu- 
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lation is Mexican and they are mostly in 
a low income group. They are, therefore, 
unable to contribute substantially to com- 
munity welfare or taxes and because of 
poor living conditions they represent an 
unusual burden on the city’s health facili- 
ties. 

The most desirable real estate in San 
Antonio is in the hands of older groups 
which are conservative in their opera- 
tions. The political elements are widely 
diffused, which, of course, creates a bet- 
ter climate for destructive rather than 
constructive movements. As a result, very 
few bonds have been voted for improve- 
ments in recent years—in fact, the bonded 
indebtedness of the community is much 
lower today than it was twenty years ago. 
This is in striking contrast with other ma- 
jor Texas cities which have issued bonds 
in large amounts to provide the municipal 
facilities that are needed in fast-growing 
communities. 


HE City is coasting along with a worn- 

out plant and many people are won- 
dering just what the final effect will be on 
San Antonio’s growth and importance in 
the Southwest Empire. Most of the citi- 
zens are hiding their heads in the sands 
in the comforting illusion that San An- 
tonio’s noted beauty, climate, and charm 
will transcend the physical deterioration 
which is taking place. This all adds up to 
one very important consideration relative 
to the subject at hand. San Antonio badly 
needs a lot of money to do a public im- 
provement job very soon. It can get it 
painlessly by taking its profit on the elec- 
tric and gas system. It will not get the 
needed improvements painlessly unless this 
is done. Public opinion could be made con- 
scious of this important fact! 
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Trouble Ahead for a City Plant 


aa Bosse city is coasting along with a worn-out plant and many people 
are wondering just what the final effect will be on San Antonio’s 
growth and importance in the Southwest Empire. Most of the citizens 
are hiding their heads in the sands in the comforting illusion that San 
Antonio’s noted beauty, climate, and charm will transcend the physical 
deterioration which 1s taking place. This all adds up to one very important 
consideration relative to the subject at hand. San Antonio badly needs a 
lot of money to do a public improvement job very soon. It can get tt pain- 
lessly by taking its profit on the electric and gas system. It will not get 


| the needed improvements painlessly unless this is done. Public opinion 
could be made conscious of this important fact!” 
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5 THIRTEEN years later there are many 
® people around who are still quite vocal 
in their criticism of the original purchase. 
While this may be based on a lack of 
knowledge of the facts and all the condi- 
tions that were present at the time of the 
purchase, this group might help in trying 
to reverse the process. 


6 It is good business to buy in low mar- 
® kets and sell in high. Just how high 
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the market is now is not known in relation 
to the future, but it is important to realize 
that San Antonio made its purchase in a 
low market and that if it sells today in- 
stead of tomorrow, any higher price that 
might be realized tomorrow would be no 
higher than the cost of the other facilities 
it so badly needs. An investment provid- 
ing a healthier city based on an adequate 
sewer system and good hospital facilities 
might be sounder than an investment 
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which provided abnormally cheap utility 
rates. 


Nn 1942 when the SEC forced the sale 
of these properties the timing was bad 
for the old company but good for the city 
of San Antonio, as it came about during 
one of the poorest private investment mar- 
kets that has been witnessed in decades. 
The city is today in a position to realize 
a tremendous selling profit because of this 
timely purchase. 


7 THE personnel of the system was car- 

® ried over from the old private com- 
pany. This included many valuable people 
who were kept in spite of competition from 
private companies in other localities be- 
cause they were established here. The fu- 
ture, however, does not look so good from 
the standpoint of comparative quality of 
man power. A young engineer of the best 
ability coming out of college is not going to 
be inclined to work for a municipally 
owned system as contrasted with a private- 
ly owned system. Many of the personnel 
in the present system would draw sub- 
stantially higher salaries from a private 
operation of like size and character. The 
high standards which have been set by the 
hold-over management may not continue 
to prevail in the long-term future. 


8 THE last thought brings up the ques- 
® tion of what will be the fate of this 
system when the revenue bonds are paid 
off and the operations become 100 per cent 
political? When this is mentioned a shud- 
der takes place and the only consolation is 
that the next generation will be the one to 
have that headache. This is certainly no 
solution, however, to a very real problem. 
The only adequate solution is not to let it 
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happen, and the way to do this is to 
get the system back into private owner- 
ship. 

Public opinion might be made to ap- 
preciate this. 


THE present controversy concerning 
© payments in lieu of taxes brings into 
play other taxing units that are in even 
worse shape than San Antonio. In addition 
to the overlapping school district and the 
county, there are the suburban cities and 
school districts which are serviced by the 
system. All of these communities had their 
taxes taken away from them and nothing 
was given in return under San Antonio 
municipal ownership. The people in the 
suburban communities, while not a part of 
San Antonio proper, nevertheless think of 
themselves as San Antonians and are in- 
fluential in San Antonio. 


10 THE public service board itself is 
* composed of businessmen whose 
background and actions should make them 
champions of an effort to bring this sys- 
tem back into private hands. The same is 
true of the newspapers and if these two 
elements alone would get together on such 
a program, it would carry many others 
along with it. The city officials are cur- 
rently businessmen and they are not get- 
ting what they really want out of the pres- 
ent system and it will be twenty-odd years 
before they are able to take it over lock, 
stock, and barrel. They undoubtedly won’t 
be in the city hall when that happens. 
Today, however, they are here and it 
would be to their great credit if they were 
responsible for seeing that the streets were 
properly paved, an adequate sewer system 
put in, and proper hospital and recreation 
facilities provided. 
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The board, the press, and the local po- 
liticos do not constitute public opinion it- 
self. Some of them might not even go 
along with a program of this character 
even though it might be to their direct, as 
well as indirect, interest to do so. Per- 
versity in such instances is often present 
and may be here, too. If they would, how- 
ever, they could be a tremendous factor in 
bringing public opinion around. 


Negative Arguments 


. factors affecting formation of 
negative public opinion about this 
question might be listed as follows: 

1. Apathy—the ever-present element. 

2. Fantastic figures which have been 
cited to show that the system will be worth 
progressively more as the years go on. 
(This might be offset with the fact that 
other facilities which the money will buy 
will provide an investment whose real 
value will increase in at least the same 
proportion. ) 

3. The rate argument—speciously easy 
to sell. The fact that private companies 
operating in similar cities have just as 
good service, comparable rates, and still 
pay huge taxes, both local and federal, as 
well as dividends, has not apparently dis- 
couraged the board in its previous con- 
troversies with the city. It may be even 
more difficult to convince public opinion 
that rates will not be too burdensome un- 
der private operation. 

4. The tax argument—another angle to 
the rate argument. Like most other groups, 
San Antonians are against government 
subsidies—for everyone but themselves. 
The federal income tax subsidy which the 


present system enjoys is an unfair dis- 
crimination against the federal taxpayer. 
San Antonians suffer from all of these 
federal subsidies (including this one) in 
the aggregate, but is it perhaps asking too 
much to test their principles by taking a 
special subsidy of their own away from 
them? 

This is going to be the hardest nut 
to crack of all. To be realistic, it can only 
be done by measuring this subsidy against 
material advantages on the other side— 
not by measuring it against the less im- 
mediate advantages of striking a telling 
blow for free enterprise. 


N material terms the measurements will 
be the value of lower rates to the com- 
munity against the dollars and cents dis- 
advantages of eventual less efficient opera- 
tion, plus the greater purchasing power 
the community will have if it has the bet- 
ter physical facilities which the sale of the 
system will produce. 

5. The elements of danger which lie in 
the continuation of the present situation 
are not immediate and therefore it is diffi- 
cult to kindle fear against them. 

On balance it would appear that the 
positive factors should outweight the 
negative. But the danger of this is the as- 
sumption that people think logically about 
matters which have an emotional back- 
ground. On any basis a real task is ahead 
for the private utility industry to reclaim 
this important property. Whether it can 
be accomplished or even seriously chal- 
lenged is a test of the eventual ability of 
the industry to be worthy of its progres- 
sive heritage. 
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Is Cost of Capital the Fair Rate 


Of Return? 


In a dynamic economy, in which investment is being 
induced by the prospect of a satisfactory future return 
and a healthy industry, what relation should the fair 
rate of return bear to the cost of capital? Is it the same 
thing? Or should a fair rate of return be somewhat in 
excess of the cost of capital? 


By HERBERT B. DORAU* 


HE relationship between the fair rate 
of return and the cost of capital can- 
not be determined out of the con- 
text in which the terms are used and with- 
out regard for (1) the nature of the regu- 
latory process as a whole, (2) the char- 
acter of the regulatory formula employed, 
(3) the manner in which the factors in 
the formula are determined, and (4) the 
composition and character of every ele- 
ment reflected and given consideration in 
the rate-making process. 
The question as to whether the cost of 
capital is, as such, the fair rate of return 





*Professor of economics, chairman, department 
of public utilities, New York University. For addi- 
tional personal note, see “Pages with the Editors.” 
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is therefore not simple. No reliable an- 
swer can be categorical. It certainly is not 
a question the witness can be expected to 
answer “Yes” or “No.” It is in fact a ques- 
tion which is quite properly answered in 
the first instance by another question, 
“What do you mean by the cost of capi- 
tal?” and then by the further question, 
“and under what conditions and circum- 
stances?” 


ieee are now forewarned that the an- 

swer to our question may range all the 
way from the position that it is an eco- 
nomic absurdity to assert or conclude that 
the cost of capital is the fair rate of return, 
to the opposite that under certain condi- 
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tions and when other factors used in fair 
return determination are given appropri- 
ate and consistent treatment the cost of 
capital may measure the fair rate of 
return. 

The reader may conclude by this time 
that the writer is in fact an economist, for 
he surely belongs to that professional 
classification of whom it has been said with 
some glee that “if they were all laid end 
to end, they still would not reach a con- 
clusion.” And just to prove how far this 
relativist approach may, in fact, carry you, 
and to bring clearly into the open the un- 
warranted dogmatic absolutism of those 
who assert that the cost of capital meas- 
ures a fair rate of return, allow me to 
anticipate by asserting, before I prove it, 
that cost of capital can even be more than 
a fair rate of return under certain circum- 
stances. 

This has been true for a long time 
in the railroad utility, too long for sure. 
It has been and is true for the urban 
transit industry. It was true for a period 
of time in the gas utility industry. 


HERE is, forsooth, some unavoidable 

circularity in the process of determin- 
ing a fair return under regulation, and the 
way in which it works itself out operates 
to discredit the mechanistic and bookkeep- 
ing proceduralism which unfortunately 
has found its way into regulation. When 
an enterprise is earning less than a fair 
return and has poor prospects, the cost-of- 
capital evidences of a fair rate of return 
will tend to be higher than the necessary 
fair rate of return, and when and if such 
an enterprise earns a fair return or has 
better prospects of so doing, the cost-of- 
capital evidences of a fair rate of return 
decline. Then the fair rate of return will 
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tend to be more than even a properly de- 
termined cost of capital. 

This is sufficient, possibly, for the mo- 
ment, to plant the idea that the cost-of- 
capital evidences are not such independ- 
ently variable evidences of a fair rate of 
return as may often be assumed, and that 
while procedurally we delight in the 
straight-line relationship of the formula, 
“Rate base multiplied by the rate of return 
produces the fair return,” yet it needs to 
be understood that the level and amount of 
the return earned or earnable themselves 
influence the cost-of-capital evidences of 
the fair rate of return used to determine 
the return. 


HH” we now also, by implication at 

least, established the premise that 
whether A equals B depends on how A is 
defined and measured and how B is defined 
and measured? May we therefore con- 
clude that in any particular instance of re- 
turn determination the cost of capital may 
be more than the fair rate of return, less 
than the fair rate of return, and, conceiv- 
ably, at least under some rare circum- 
stances, the same as the fair rate of return, 
depending on all of the other standards 
and procedures of rate level determination 
used in the particular situation? 

Is it not also, therefore, indicated that 
only the uninformed would have the 
temerity to assert categorically that the 
cost of capital is the fair rate of return, 
without reservation as to what is meant by 
the cost of capital and without reference 
to the character of the rate base and every 
other determination of fact and procedure 
employed in the rate-making process? 

For the benefit of those of you not in- 
timately familiar with the specialized ver- 
nacular of this area of administrative law, 
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I should back up and possibly apologize 
for jumping into the middle of our sub- 
ject without some definition of terms. The 
narrow mechanistic conception of cost of 
capital is probably most easily defined by 
describing how it would be determined. 


I the first place, there is no single 

homogeneous category called capital. 
There are in fact a number of clearly dif- 
ferent classes of capital; namely, debt 
capital, preferred stock capital, and com- 
mon stock capital. There are obviously 
also many classes of debt capital—Aaa, 
Aa, A, and lower quality grades. Similar- 
ly, for preferred stock the high-grade and 
medium-grade classification is but an ar- 
bitrary division in a continuous series of 
quality variation; and finally, for common 
stock capital, good, bad, and indifferent 
are but selected points in an array with a 
wide range. 

Thus, the cost of capital is not only to 
be determined by what is included in or 
meant by cost, but also by reference to the 
cost of capital, of what kind and quality. 
Few enterprises use only one type of capi- 
tal, so that we face the further complica- 
tion of proportioning the costs of the vari- 
ous classes of capital of a determined 
quality to find an average dollar cost of 
capital. Thus, even the determination of 


the cost of capital, as such, is not reducible 
to that mechanistic proceduralism which 
may have been the appeal to many in the 
idea that a fair rate of return is simply the 
cost of capital. It is not simple to begin 
with and may well seldom be true as such. 


HE easiest cost to determine is that for 

debt capital. The yield or return re- 
quirement to the investor can be found by 
relating price to maturity and coupon rate. 
Such yields can be obtained by reference 
to the terms on which new issues have been 
sold or the terms on which already out- 
standing issues resell. But the yield per 
cent to the investor is obviously not the 
cost to the borrowing utility, nor may it 
be assumed that a large issue could be sold 
on the terms at which the small volume of 
market resales took place. After adjust- 
ment of “yields to investors” for expenses 
and other costs of financing and, in the 
case of evidence drawn from already out- 
standing issues, for necessary underpric- 
ing or market pressure effects, we might 
find a current cost of debt capital of 3.25 
per cent. 

Assuming that quality of the debt se- 
curity appropriate to the particular deter- 
mination has been selected in the first 
place or that judgment has been hedged 
by use of a group or average, there should 


“One of the difficulties in reconciling a fair rate of return with 
cost of capital is that the time periods respectively applicable 
do not coincide. The objective evidences of capital cost must 
be obtained from the past and from that very narrow slice of 
time we call the present. The intended fair rate of return, how- 
ever, is applicable to the future and regulation does not usually 
assume merely for tomorrow or for any short period of time. 
In a very dynamic economy, this distinction becomes one of 


great importance.” 
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be little difference of opinion or uncertain- 
ty as to the result. 

As to preferred stock capital similar de- 
terminations should produce reasonably 
stable results, but naturally at a higher 
cost level—let us assume 4.25 per cent. 
For this class of capital, judgment plays 
a somewhat greater part at the level of 
selection of evidence, but after selection 
of evidences the process is a relatively sim- 
ple calculation which should allow on top 
of (1) investor return requirements (2) a 
reasonable margain of protection for ex- 
penses and other costs of financing and 
(3) for underpricing or market pressure. 


Gi is at the level of common stock capital 
cost determination that the real diffi- 
culties begin. Common stock has no ma- 
turity and no contractual rate of dividends 
or earnings. The finding of an imputed 
capital cost for common stock therefore 
becomes something more than an exercise 
in elementary business arithmetic. Two 
objective evidences are readily available, 
the dividend yield ratio and the earnings- 
to-price ratio. They have therefore been 
seized upon, widely used, and as much 
misused as evidence. It has in error been 
assumed that a dividend yield was like 
an interest yield or even a preferred stock 
yield at the contractual preference rate. 
This is a most grievous error, for even 
when a dividend has been long sustained 
it is not so to be construed. A form of 
this error is often reflected in commission 
and court opinions, indicating a respect 
for a return sufficient to pay dividends, 
but the question is, “what dividends’’? 
Then there is the necessary margin of 
protective earnings above the dividends to 
be considered. 

This is hardly the time or place to go 
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further into the details of proper treat- 
ment of dividend yields, earnings-price 
ratios and their unifying factor, the pay- 
out ratio. At the hazard of appearing dog- 
matic, but in the interest of brevity, may 
I assert that neither the dividend yield nor 
the earnings-price ratio as such, even after 
adjustment for the dividend pay-out ratio, 
expenses, and other costs of financing and 
market pressure, reliably reflects the cost 
of common stock capital? Neither a divi- 
dend yield nor an earnings-to-price ratio 
is ever more than evidence of the investor 
return requirement, by which we mean the 
actual future return expectation which led 
the investor to supply the capital. 


| lggereeaiehsiainene ratios and dividend 

yields are derived from prices. To as- 
sume that the prices used are the prices 
investors offer for the then reported earn- 
ings and the then paid dividends is often, 
if not most of the time, an assumption 
contrary to economic fact. When the poet 
said, “Hope springs eternal,” he must 
have had the stock investor in mind. It 
is in the nature of stock investment to 
hope, justifiably or not, for improved 
earnings and eventual increase in divi- 
dends. Thus, the price of a share is rarely 
the price of past or current earnings or 
present dividends. It follows, therefore, 
that earnings-to-price ratios and dividend 
yields are understatements of investor re- 
turn expectation ratios during periods of 
optimism, high level economic activity, and 
rising profits generally, as well as during 
the latter part of recession periods when 
improvement is expected. Prices of stocks 
are always the prices of future expected 
dividends and earnings and often the pres- 
ent price of an expected capital gain or 
even at times of asset values. 
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A Flexible Return Allowance 


—o an increasing tendency to standardize and regiment every 

other element in return determination, it is highly important for 

both enterprise and regulatory responsibility that there remain some lati- 

tude for discretion and some area where economic considerations may be 

given effect. It should not become necessary to pretend that all the appro- 

priate considerations are or can be equally well reflected with arithmetic 
precision.” 








In principle, then, we may say that only 
when future earnings and dividends are 
in fact expected to be the same as those 
reported and used for calculations of 
earnings-price ratios and dividend yields 
do such ratios actually reflect true capi- 
talization rates; that is, actual investor re- 
turn requirements. Even as such, of course, 
they are not adequate evidence of cost to 
the enterprise, which must always be dis- 
tinguished from investor return expecta- 
tions. 


pee, a large measure of judg- 
ment must enter even a cost-of-stock 
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capital calculation. The analyst may, how- 
ever, choose to reflect only a so-called bare 
cost of capital as reflected by market ra- 
tios and be prepared to introduce the nec- 
essary judgment when the transition is 
made from cost of capital to fair rate of 
return, or he may introduce such neces- 
sary judgment adjustments in the first 
step. Good workmanship and long-estab- 
lished conventions suggest that the deter- 
minations which can more precisely be 
taken and the determinations which are 
most capable of precise reflection as arith- 
metic calculations should be taken together 
at one level, and the larger elements of 
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economic judgment should be reflected at 
another and clearly identified second level. 

But if the fair rate of return may not 
exceed the calculated cost of capital, it is 
clear that all of the considerations proper 
for a true cost-of-capital determination 
will need to be made at the lower calcula- 
tion level of determination and reflected as 
the cost of capital. The end result should 
be the same. 


_ real cost of capital in a meaning- 
ful economic sense is a flow of dollars 
of return over a period of time and not a 
percentage rate or ratio, even as weekly 
average wage earnings are a more ade- 
quate measure of labor’s share than rates 
of pay. This flow of dollars of return, 
which is not too inappropriately identified 
as the “wages of capital,” is under the 
present regulatory procedure a product of 
rate base and rate of return. It is a truism 
that both are equally important in the de- 
termination of the end result, the return 
in dollars, which is the wage of the capital 
employed. This return in dollars, which 
should over a period of time equal the true 
and full cost of capital, is therefore as 
much a result of the determination of the 
rate base as of the rate of return. The fact 
is that many of the factors properly re- 
flected in the necessary dollars of return 
can be injected into the process of return 
determination via either the rate base or 
the rate of return. Some of these alterna- 
tives may be arbitrary, yet others are rea- 
sonably a matter of regulatory discretion 
and procedural convenience. Thus it was 
early and often urged by the proponents 
of a frozen past cost rate base that the 
change in the level of prices—that is, the 
change in the size of the dollar—should 
be reflected in the selected rate of return. 
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This was far from an absurd or an un- 
reasonable suggestion when we were liv- 
ing under only ordinary slow inflation and 
a normal rate of growth of property in- 
vestment. 


wo difficulties would now be faced 

under this alternative. Obviously, the 
rate of return so to be used would not be 
the same or even resemble an accurately 
and adequately reflected current cost of 
capital. Thus, if the past cost of a property 
in hundred-cent dollars is $1,000,000 and 
the current cost in 50-cent dollars is $2,- 
000,000, it would require a 12 per cent 
ratio of return to the million-dollar past 
cost base to equate to a 6 per cent return 
on the current dollar equivalent of 2,000,- 
000 50-cent dollars. 

However, such an extensive reflection 
of an economic rate base via the rate of 
return would appear, to those not under- 
standing the nature of the transposition, 
as providing too high a rate of return. 
This method of finding the necessary re- 
turn is obviously politically vulnerable 
under present conditions for that reason. 
Yet here it is clearly indicated that if eco- 
nomic results are to be achieved under 
regulation that to the degree to which the 
rate base fails to reflect current cost, the 
fair rate of return would need to be higher 
than any most accurately and adequately 
calculated current cost of capital. 


Ms of the components of the cost of 

the service which rates must cover, 
may be recognized alternatively in either 
(1) the rate base, (2) as recognized ex- 
penses “above the line,” or (3) as com- 
ponents of the return. I have in mind the 
possible treatment of working capital, the 
treatment of certain tax savings, interest 
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during construction credits, the cost of 
security retirements such as the treatment 
of call price and unamortized expenses on 
preferred stock, the difference between op- 
erating expense allowances for deprecia- 
tion and actual economic depreciation after 
substantial inflation, the lag in the response 
of earnings on a substantially increased 
investment, regulatory lags, the treatment 
of investment in plant under construction, 
and the effect of depreciation reserve de- 
ductionism on rate base and investment 
hazard. 

Obviously, the fair ratio of return to 
rate base must depend on the nature and 
composition of the rate base to which it 
is applied and the extent to which the cal- 
culated return is true net; that is, wholly 
clear of all other claims than the wages 
of capital. The cost of capital derived as 
an arithmetic exercise in stock market 
statistics reflects little recognition of such 
variability in the base to which the calcu- 
lated rate of return is to be applied or the 
character and extent of expense allowance 
“above the line.” The fair rate of return 
and the cost of capital can under these 
differences in circumstances clearly be not 
merely different, but may in fact be far 
different and necessarily so. 


: 7 ‘o return now to the completion of our 
simplified format of cost-of-capital 


& 


determination, we have found a current 
cost of debt and preferred stock capital, 
and let us assume 10 per cent for common 
stock. We yet face the problem of deter- 
mining an average or across-the-board 
dollar cost of capital. This is the problem 
of proportioning the classes and qualities 
of capital for which costs as such have 
been estimated. By reference to what facts 
are these weights or proportions for each 
class of capital cost to be derived? The 
selection of these weights or proportions 
probably has more effect on the final re- 
sult than any other single decision in the 
whole process of capital cost determina- 
tion. Since arbitrary determination of this 
factor would so largely predetermine the 
result, some well-disciplined standards 
must be employed or the resulting rate-of- 
return allowance could reflect little more 
than the result of whim, prejudice, or self- 
interest. 

The most available standard, and one 
which has appealed to many before it was 
given much analysis, was found in the 
capital structure ratios of the company 
whose rates were under review. Thus, if 
the book capital debt ratio was 45 per cent, 
the preferred stock proportion 20 per cent, 
and the common stock balance 35 per cent, 
why not weigh each capital cost accord- 
ingly ? One need only ask in response, “But 
what if a utility has an all-stock structure, 


“Tue determination of a fair rate of return is as much a 
valuation procedure as the determination of a rate base, and 
cost is therefore only so much good evidence of a fair rate of 
return as cost is evidence of fair value; and by the same token 
a fair rate of return is something more than the bare cost of 
capital, even as fair value is something more than the bare- 


bones cost of property.” 
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or what if it has unusually high debt 
ratio, or what if the rate base value is 
twice the nominal dollar book capital, and 
what if the market values of outstanding 
securities reflect the legal value rather than 
mere book figures, or what if the market 
value of a 50 per cent common stock equity 
is only 10 per cent of the total?” 


© ner uniform adherence to book- 

keeping proportions can lead to ab- 
surd results. It must, for this purpose and 
many other purposes in regulation, always 
be kept in mind that the conveniently 
available results of the accounting process 
often fail to reflect economic reality. by 
a wide margin, and generally fail to reflect 
economic facts to some extent. Ask fur- 
ther, “What is to be done to reflect in- 
vestors’ assured expectation that the capi- 
tal proportions are to be improved to the 
greater future security of the common 
stock and the senior obligations?’’ Con- 
sider, also, whether it is not the income 
and capital structure position of the se- 
curities used to obtain the cost evidences 
in the first place that should be reflected, 
and not the facts as to the enterprise for 
which a return is being evaluated. 

The above latter consideration suggests 
an even more fundamental question as to 
how much reliance should ever be placed 
on any facts as to capital costs and pro- 
portions derived from the very company 
whose rates are under review. Obviously, 
a utility seriously seeking a rate increase 
will create the hope on the part of inves- 
tors for more earnings. Then certainly the 
earnings-to-price ratios will be abnormally 
low and fail to reflect investor expecta- 
tions in fact. Does not this suggest the 
greatest caution against at least a slavish 
reliance on evidence thus derived? 


Again, this is as far as we can here 
go on this matter of capital cost propor- 
tioning. It is, moreover, probably sufficient 
to give a working idea of capital cost de- 
termination procedure and considerable 
disillusionment as to the mathematical cer- 
tainty and precision of the process. Judg- 
ment, and it ought to be well-qualified and 
informed judgment, must enter in large 
measure. Some of these elements of judg- 
ment may be reflected best at the leve! of 
arithmetic calculation, others had better be 
reflected as such of and by themselves. 
Nothing is really to be gained unless con- 
fusion and obfuscation are intended by 
obscuring or burying the elements of judg- 
ment, and much, I believe, to be gained 
by dealing separately with those facts 
which lend themselves least readily to 
arithmetic treatment. I find myself in sym- 
pathetic agreement with the late Justice 
Jackson when he observed, with respect to 
accounting figures, that the reduction of 
facts of uncertainty to symbols of certain- 
ty does not make them any more certain. 


Ov of the difficulties in reconciling a 
fair rate of return with cost of capital 
is that the time periods respectively ap- 
plicable do not coincide. The objective 
evidences of capital cost must be obtained 
from the past and from that very narrow 
slice of time we call the present. The in- 
tended fair rate of return, however, is ap- 
plicable to the future and regulation does 
not usually assume merely for tomorrow 
or for any short period of time. In a very 
dynamic economy, this distinction becomes 
one of great importance. The actually ex- 
perienced fair rate of return in an inflation 
implemented economy is rarely the in- 
tended rate of return. In fact, in such util- 
ities as the telephone utility during the 
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Cost of Capital Assumptions 


a assume that an arithmetically 

calculated cost of capital based on 
short-term stock market arithmetic is a 
reliable measure of a fair and reasonable 
prospective future rate of earnings, re- 
quires the making of a number of general- 
ly untenable assumptions. It must be as- 
sumed in the first place that there will be 
substantial economic stability in the future, 
and that means essentially the assumption 
of economic stagnation at the level at 
which we happen to be. It assumes not only 
that there will be no reactions, but also 
that there will be no sharp and substantial 
future upward movements in expansion of 
industry or the level of prices and there- 
fore expenses.” 








recent period of rapid investment, expan- 
sion and rising expense levels due to infla- 
tion, the determined or intended fair rate 
of return has almost never actually been 
achieved even for as much as the next 
twelve months. 

This experience quite properly leads us 
to recognize a distinction between a fair 
rate of return as an arithmetic multiplier 
of a rate base and a fair rate of return 
as an intended, actually, and reasonably 
achievable rate of future earnings. As an 
oversimplified illustration, we might find 
that the fair rate of return in the light of 
all surrounding circumstances would be 
63 per cent, but so as to afford such a 
utility enterprise a fair chance actually to 
earn 63 per cent for a reasonable future 
period would require, as of the time of the 
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determination, a multiplier of 7 per cent or 
8 per cent. What, then, is the fair rate of 
return presumed to be—a perfunctory per 
cent multiplier, or an honestly intended, 
reasonably achievable future rate of earn- 
ings? Certainly by no slavish adherence to 
an arithmetic cost-of-capital calculation 
could an administrative agency find that 
multiplier for a rate base which would in 
fact produce a future return representing 
the intended actually achievable future rate 
of earnings. 


N the other hand, it is of course feasi- 
ble to transfer the burden of an ad- 
justment such as discussed above to other 
factors in the regulatory formula. Thus, 
the probable expense experience could be 
reasonably projected, as could the proba- 
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ble revenue experience and the future in- 
vestment or earning base. If this were 
done, a competently determined cost of 
capital or the intended fair rate of return 
would, of course, come far closer to 
achieving the economically desired result. 
There has, however, been great hesitancy 
on the part of regulation to project ex- 
penses, revenues, and rate base. Even use 
of the nearest year-end rate base is often 
resisted. 

A similar problem presents itself when 
under regulation it is necessary to deal with 
the inherent and unavoidable general in- 
stability of our economic system. A fair 
rate of return derived from appropriate 
cost evidences and recognition of all other 
applicable factors as reflected under con- 
ditions of exceptionally high levels of eco- 
nomic activity and unprecedented pros- 
perity, could hardly provide that margin 
of return which is unavoidably necessary 
to carry through the inevitable periods of 
lower economic activity and lower general 
business profitability. Is it possible that we 
have again thrown this prospect, so far an 
always recurring contingency, of a period 
of lower economic activity out of the win- 
dow under a second attack of the new- 
era psychosis, and succumbed to the grand 
illusion and will to believe that any decline 
from the present abnormal economic levels 
is just impossible and won’t happen to us 
because we don’t wish it to happen? 
_ any case, on the basis of past experi- 

ence, which is what more prudent peo- 
ple would rely upon, there are economic 
ups and downs. If regulated enterprise is 
not allowed an earning rate during periods 
of extraordinary general prosperity which 
can provide the offset for the inevitable 
lower earning returns, there will be no 
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hills with which we can fill in the valleys. 
Such daydreaming must either assume a 
continued uninterrupted future rise, or 
else accept the proposition that regulation 
must provide increased rates and fully 
sustained returns when all other economic 
action is in the opposite direction. Cer- 
tainly, experienced regulatory personnel 
are aware of the political hazard and pub- 
lic relations dilemma of trying to raise 
rates adequately when the price level is 
falling, and to sustain the level of earn- 
ings of public utility enterprises when the 
profits of enterprise in general are declin- 
ing. 

The standard most frequently respected 
and reflected by our highest courts— 
namely, that the level of earnings of other 
enterprises affords a test of a fair return 
—means that utilites are entitled to more 
when returns generally are high. But at 
such times capital cost evidences are often 
abnormally low, as now. This long-recog- 
nized legal standard, reflecting sound eco- 
nomic principle, says clearly that under 
such conditions of high prosperity the fair 
rate of return is above capital cost. The 
whole idea that public utilities can be suc- 
cessfully regulated out of phase with the 
economic system as a whole is economically 
absurd and politically inexpedient. 

"JR pein again, the manner in which 

cost-of-capital evidences are derived 
and treated could reflect in a fair rate of 
return all of these requirements, so that 
over periods of high and low business ac- 
tivity the intended general level of earn- 
ings could in fact be reasonably achieved. 
This would of course require considera- 
tion of the cost of capital over long pe- 
riods of time, long enough to include 
periods of highest and lowest capital costs 
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as well as periods of highest and lowest 
business activity and levels of profitable- 
ness. 

Again, therefore, we note that whether 
a fair rate of return is reasonably deriva- 
ble and closely similar to a calculated cost 
of capital depends on how the cost of capi- 
tal is determined and how other elements 
in the rate-making formula are treated. 
To assume that an arithmetically calcu- 
lated cost of capital based on short-term 
stock market arithmetic is a reliable meas- 
ure of a fair and reasonable prospective 
future rate of earnings, requires the mak- 
ing of a number of generally untenable 
assumptions. It must be assumed in the 
first place that there will be substantial 
economic stability in the future, and that 
means essentially the assumption of eco- 
nomic stagnation at the level at which we 
happen to be. It assumes not only that 
there will be no reactions, but also that 
there will be no sharp and substantial fu- 
ture upward movements in expansion of 
industry or the level of prices and there- 
fore expenses. 


acces our present political economy now 

has built-in provisions for automatic 
and continued inflation, these assumptions 
are wholly unwarranted and contrary to 
fact. In the absence of such assumptions, 
it must be assumed as an alternative that 
there will be immediate and practically 
continuous adjustment of rates under 
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regulation. Either rate changes must be 
very prompt, or provision must be made 
for retroactive allowances for such deficits 
in the earning rate of the past as may be 
due to the failure or inability of regula- 
tion immediately and at all times to pro- 
vide rates affording at least the reason- 
able chance to earn the intended fair rate 
of return. 

Anyone who knows anything about the 
practice and procedure of contempo- 
rary regulation knows also that this is an 
absurd assumption. If such automatic and 
immedate regulatory adjustments are de- 
sired or necessary, we had better recon- 
cern ourselves with flexible rate fran- 
chises having automatic adjustment for 
all-important economic variables. Only by 
one or the other of such devices could 
the rate levels be promptly and continu- 
ously changed with (1) the amount of 
capital employed, (2) the volume of busi- 
ness, (3) the level of expenses, (4) the 
capital utilization factor, and (5) any ac- 
tual changes in the return requirements 
such as changes in the cost of capital 
might indicate. 


A THIRD assumption is implicit in the 

idea that the fair rate of return can 
be directly and arithmetically derived 
from cost-of-capital calculations. This is 
the naive assumption that the arithmetic 
relationships derived from stock market 
quotations in the nature of earnings-price 


“REGULATION will not long produce satisfactory economic re- 
sults if it becomes a perfect strait jacket. At some point in the 
process there must be provided a haven for economic judg- 
ment. Fair rate of return determination is the available and 
almost last opportunity to reflect common economic sense in 
the end result of public utility regulation.” 
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ratios and dividend yields, even after ap- 
propriate adjustment for pay-out ratios, 
expenses, and other costs of financing, in 
fact, as such, reflect the true capitalization 
rate; namely, the actual investment return 
basis on which money was, is being, or 
would be provided. We have previously 
noted very briefly the invalidity of both 
earnings-price ratios and dividend yields, 
even after proper adjustments as meas- 
ures of the capitalization rate. We can, 
therefore, at this juncture only conclude 
that none of these assumptions are in fact 
true, that none of them are found to be 
the facts of economic life, and that there- 
fore the conclusions drawn on the basis of 
these assumptions are wholly fallacious. 


. other fallacies creep into analysis 

and practice: (1) the failure to dis- 
tinguish the hazards inherent in the enter- 
prise from the uncertainties of financial 
markets, and (2) the failure to keep in 
mind the fact that current cost-of-capital 
estimates are only applicable consistently 
to capital to be, or imputed to be, currently 
acquired. The most difficult responsibility 
in utility return determination is fair 
treatment of the past invested capital, the 
captive capital which is in, and cannot get 
out legally or economically. 

One other of the most commonly re- 
peated legal standards has helped confuse 
this point greatly. The fair return is held 
to be such a level of earnings as will en- 
able the enterprise to obtain additional 
capital. This is not in fact a requisite, for 
any enterprise can get additional capital, 
even if bankrupt. A fair return is no 
requisite to getting more capital, and the 
fact that a utility obtained more capital 
does not prove that its earnings rate was 
fair. 


The problem that we have been con- 
cerned with here is but a small segment 
of the regulatory problem as a whole. We 
have seen, however, that its solution or 
treatment requires recognition and co- 
ordinate treatment of many other aspects 
of regulatory practice and procedure. The 
problem of the relationship of the cost of 
capital to a fair rate of return is, more- 
over, only another instance of a regula- 
tory problem that arises out of an effort 
administratively to derive an economic an- 
swer by undue reliance on cost and the 
systematic art of cost recordation known 
as accounting, whose results under infla- 
tion are further and further from eco- 
nomic reality and truth. 


Bie attempt to make cost a causative 

factor in economic analysis and thus 
a basic point of departure for political 
economic policy, is an old one. When eco- 
nomic science was in its primitive state 
there was much adherence to the idea that 
cost determined value, and that money 
cost determined price. It was one of the 
cornerstones of Karl Marx’s economics, 
and thus a basic premise of the Commu- 
nist philosophy. The amazing thing is, at 
least to an economist, that in this day and 
age this fallacious idea should find so 
many ready adherents in a society which 
pretends devotion to the working of a free 
enterprise economy. Political expediency 
in this matter is, of course, understandable 
since in a period of substantial and peren- 
nial inflation past cost reliance usually pro- 
duces the lower and therefore politically 
more expedient results. 

I am certain that every college fresh- 
man exposed to economic instruction 
throughout the twentieth century has been 
taught that cost does not determine value. 
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The Changing Dollar and the Rate Base 


“— problem of return valuation is further confused in our times 

by changes in the economic size of the unit of monetary measure- 
ment and expression. It ts only fair to recognize that when the art of 
accounting all but prostrated itself before the dictatorship of experienced 
cost, there was no anticipation in this country of the kind of inflation 
which we have experienced, nor any expectation that this experience would 
be recurring. In other words, reasonably stable price levels and depend- 

able economic size for the dollars were assumed.” 








I am not sure that it has done much good. 
We still seem to be a nation of economic 
morons, and I am often overcome with 
a sense of futility as a professor of the 
subject. 


HE determination of a fair rate of re- 

turn is as much a valuation procedure 
as the determination of a rate base, and 
cost is therefore only so much good evi- 
dence of a fair rate of return as cost is evi- 
dence of fair value; and by the same token 
a fair rate of return is something more 
than the bare cost of capital, even as fair 
value is something more than the bare- 
bones cost of property. 
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. we know that neither original nor 

aboriginal cost determine and measure 
value, and that present cost and value tend 
to come to terms only because informed 
enterprise does not choose to incur costs 
which it does not believe will prove to be 
below value, the relationship between cost 
and value is that value determines the cost 
which enterprise is willing to incur, but 
cost never could and never will determine 
value. 

Alice in Wonderland, and Alice I be- 
lieve should long ago have been made the 
saint of semantics, offered the solution 
for the dilemma when she suggested that 
if the meaning attached to words stands 
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in the way of the desired conclusions, it 
is simple enough to change the meaning of 
words so that the right and logical con- 
clusion will follow. Cost never did and 
never will determine value, although many 
bookkeepers and some courts have been 
greatly confused in the matter. It is pos- 
sible to follow the suggestion of Alice and 
simply assert that cost is value, and there- 
fore value is cost. But I wonder where 
we would be in our real world if we played 
such a mumbo-jumbo game in atomic 
analysis, agronomy, genetics, chemistry, 
or for that part any science which the 
man in the street does not have the ef- 
frontery to pretend to understand. 

Even as the politics of atomic physics 
and more currently the politics of vac- 
cines seem to involve as many or more 
obstacles than the basic scientific work, 
so the politics of public utility regulation 
all too often operate to obstruct the appli- 
cation of the controlling economic princi- 
ples—principles which axe full well under- 
stood and readily applicable by those qual- 
ified to apply them. 


i hes large place given to the evidence 

of cost and past cost in particular in 
the contemporary so-called effective regu- 
lation has gone a long way to change 
regulatory ends and purposes and in gen- 
eral to conventionalize and mechanize the 
process. The rate-of-return determination 
is almost the last hold out for the appli- 
cation of reasoned economic judgment in 
the determination of a fair return. It 
should be easy to develop a case for the 
retention of some flexible element in the 
regulatory formula. The spirit of enter- 
prise, at least the hope for a chance to 
earn something more, needs some area 
within which it may survive. 


How far, for example, would one get 
in labor adjudication with the position that 
a fair wage is the bare cost of living, or 
the minimum necessary current supply 
price of labor? Obviously nowhere, since 
labor can protect itself against the appli- 
cation of such an uneconomic standard. In 
this parallel, we find enlightenment as to 
the real meaning and import of the word 
“fair” in the common phrases “fair value” 
and “fair return.” Fair refers to such a 
standard of treatment of the helpless as 
they could command if they were free to 
protect themselves. Past invested capital 
in utility enterprise is economically and 
legally helpless to command fair treat- 
ment; therefore it must depend on admin- 
istrative regulatory fairness. The test is 
what could such capital command if it 
were not already captive capital? 


oe sought a greatly increased 
measure of precision as it changed 
from its original intent of reasonable rate 
determination to the modern purpose of 
return restriction. The intent under the 
older theory of regulation was to deny a 
utility so much of a return as might be 
due to the benefit of exclusive occupancy 
of the market; that is, the part of income 
which was deemed not to have the benefit 
of the constitutional protection of property 
(and Mr. Justice Marshall did say that in- 
come was property) was so much of the 
income as could be viewed as the result 
of monopoly power. Certainly the notion 
of the early proponents of regulation was 
not that regulation would also take away 
all the gains of efficient, economic, and 
superior management, for these were 
clearly sources of gains which were open 
to competitive determination and not the 
results of exclusive market franchises. 
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The clew as to how much of a return 
there should be after denying any advan- 
tages of monopoly control of the market 
seemed readily available in the elementary 
economic principle that the current costs 
of the marginal concern and the price of 
the product would tend to come to equi- 
librium. Out of this, there developed what 
we now understand as the cost-of-the- 
service theory of rate making. Two errors 
have, however, crept in while economists 
were not watching the bookkeepers and 
the lawyers. One, the failure to recognize 
that under the competitive alternative 
standard it was not the cost experienced 
by the particular enterprise which tended 
to equate to market price but the necessary 
current costs of the marginal concern, thus 
leaving to all supermarginal firms the gain 
resulting from superior and differential 
efficiency and economy. The second con- 
dition which has been widely overlooked 
is the fact that it was currently necessary 
marginal cost, and not actually experi- 
enced cost or original cost, that afforded 
the best evidence of value. 


HE problem of return valuation is 

further confused in our times by 
changes in the econornic size of the unit 
of monetary measurement and expression. 
It is only fair to recognize that when the 
art of accounting all but prostrated itself 
before the dictatorship of experienced 
cost, there was no anticipation in this 
country of the kind of inflation which we 
have experienced, nor any expectation that 
this experience would be recurring. In 
other words, reasonably stable price levels 
and dependable economic size for the dol- 
lars were assumed. It is now difficult for 
the accountants to give up their devotion 
to past cost even when it bears no remote 
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relation to value and economic reality. But 
certainly today there is no excuse for fail- 
ing to recognize clearly and without 
equivocation that past cost expressed in 
a different unit of money has no func- 
tional significance or meaningful or useful 
relation to price. In economic science this 
has long been known to be a fact and well 
understood. 

Unfortunately, in both accounting and 
the law, which are two such important 
areas of the application of the science of 
economics, this simple fact has only slow- 
ly and most imperfectly come to be recog- 
nized. The implications of this elementary 
economic fact for the determination of a 
rate base in public utility regulation would 
seem obvious, yet even today in many 
jurisdictions this antediluvian and Marx- 
ian idea that cost, past experienced cost, 
determines value is still asserted in either 
poker-faced arrogance or blissful igno- 
rance. 


) kew bearing of this elementary prin- 
ciple of economics on the relationship 
of the cost of capital and a fair rate of 
return is possibly a little less obvious, but 
nevertheless equally true. Past cost of capi- 
tal has no more to do with the present 
price or cost of capital than the past cost 
of property has to do with its present value 
or price of property. If the current com- 
petitive cost alternative were consistently 
employed as a standard for public utility 
regulation, the fair rate of return would 
never, except by accident, equal any arith- 
metically calculated cost of capital, not 
even a properly calculated current cost of 
capital. 
In a dynamic economy in which invest- 
ment is being induced by the prospect of 
a satisfactory future return and in an 














IS COST OF CAPITAL THE FAIR RATE OF RETURN? 


otherwise healthy industry, the fair rate of 
return would in my opinion normally be 
found to be somewhat in excess of the 
cost of capital. When the market evi- 
dences of the cost of capital are abnormal, 
as they are for common stocks in the pres- 
ent bull market, the fair rate of return 
might be significantly above such a cur- 
rent arithmetically calculated cost of capi- 
tal. 


N this conclusion then that, under most 
circumstances and as it might develop 
under diverse regulatory procedures, the 
fair rate of return would not coincide with 
an arithmetically calculated current or past 
cost of capital and would in fact normally 
be more than the cost of capital and might 
even under some conditions be less than 
the cost of capital, I feel abundantly con- 
fident, since in fact in large part this has 
been the regulatory concept over a now 
considerable history of public utility regu- 


lation and has been sanctified by decisions 
of our highest tribunals and our most in- 
formed administrative agencies. 

With an increasing tendency to stand- 
ardize and regiment every other element 
in return determination, it is highly impor- 
tant for both enterprise and regulatory 
responsibility that there remain some lati- 
tude for discretion and some area where 
economic considerations may be given ef- 
fect. It should not become necessary to 
pretend that all the appropriate considera- 
tions are or can be equally well reflected 
with arithmetic precision. 

Regulation will not long produce satis- 
factory economic results if it becomes a 
perfect strait jacket. At some point in the 
process there must be provided a haven 
for economic judgment. Fair rate of re- 
turn determination is the available and al- 
most last opportunity to reflect common 
economic sense in the end result of public 
utility regulation. 





Profits versus Employment 


~~ a profitable industry can expand rapidly enough to 
absorb the excess man power which is no longer necessary 
in agriculture because of the phenomenal technological advances in 
feeds, seeds, chemicals, and farm machinery. .. . 

“At the end of the Korean conflict when business began to slump, 
there was pressure from some quarters to provide a public works 
program which would give temporary employment to some 3,000,- 
000 persons at a cost of $15 billion a year. 

“But instead of following this outworn policy—which has never 
yet produced peacetime prosperity—the government began sys- 
tematically to create the kind of climate that would stimulate the 
growth of the entire economy. 

“Instead of using $15 billion in federal funds it encouraged 
American industry to spend nearly twice that sum, each year, on 
; capital improvements and new facilities. Instead of providing 3,000,- 
000 temporary jobs on relief projects, it actually got some 4,000,- 








000 new and permanent jobs which were created entirely by private 
enterprise.” 
—BENJAMIN F. Farr_ess, 
Chairman, Executive Advisory Committee, 
United States Steel Corporation. 
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The Biggest Two Per Cent 


How the electric utility industry fits into the 
nation’s total power picture. 


By JOHN A. WARING, JR.* 


HAT we in the United States and 
Canada live in, and as a result of, a 
civilization which has come to be 
known as the Power Age, is not news to 
America’s power production men. It may 
come as a surprise, therefore, to many in 
the utilities that the power installed in all 
the electric generators in the United States 
amounts to less than 2 per cent of the 
aggregate total of all prime mover engines 
in the nation! 
(Actually, the electric utilities—private- 
ly and publicly owned—have exactly 1.9 
per cent of the total national mechanical 
horsepower. If the installed capacity in 
industry and electrified railway electric 
generators is added in, this ratio increases 
to 2.22 per cent of the total.) 
Due to their great hydro power re- 
sources, Canadian electric utility generat- 
ing stations have approximately three 





*Research writer, resident in New York, New 
York. For additional personal note, see “Pages with 
the Editors.” 
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times as large a share of their aggregate 
total horsepower, as we do of ours in the 
U.S.A. 

On an energy conversion basis, how- 
ever, it is a different story, the electric util- 
ity industry consuming 15.7 per cent of 
all mineral fuels and water power in the 
United States in 1953. That is, the boilers 
burned 4,681,861,400 million Btu of fuels 
and the hydro turbines turned out elec- 
tricity at an energy equivalent of 1,460,- 
181,100 million Btu, for a combined total 
of 6,142,042,500 million Btu. This is just 
15.7 per cent of the aggregate national 
total of 39,125,000,000 million Btu of 
mineral fuels and water power consumed 
in the nation, according to U. S. Bureau 
of Mines estimates. (This is all before 
efficiencies and other output balances are 
considered. ) 


ig is easy to see why the utilities use a 
much greater share of the nation’s en- 
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THE BIGGEST TWO PER CENT 


ergy resources than would be indicated by 
their installed power capacity alone. Elec- 
tricity is required day and night continu- 
ously for most generators, although with 
the usual variations in load. This is in con- 
trast with the demand on most prime 
mover engines, particularly automotive, 
where usage is very intermittent. And it is 
“under the hood” of automobiles, trucks, 
and buses, that most of the nation’s prime 
mover power is actually installed—better 
than 92 per cent of the total. 


| ing one look down upon the importance 
of America’s automotive vehicles as a 
source of power, keep in mind the millions 
of people and mountains of goods moved 
daily by our cars, trucks,’ and buses. The 
auto rides alone carry the average Ameri- 
can—be it man, woman, or child—ap- 
proximately 5,400 miles per year. 

But the other 8 per cent of our engine 
horsepower is, in varying degrees, just as 
vital to America’s living standards and 
security. 

Except by admitting at the outset that 
we cannot do without any of our engines 
if we expect to maintain our American 
way of living, it would be virtually im- 





1 Even the utilities depend on the power in the 
engines of their trucks for routine operations and 
for emergencies, as well as the horsepower in the 
nation’s railroads and barge towboats bringing coal 
and oil and supplies; truly, an interdependent power 
civilization. 


e 


possible to say whether one is more im- 
portant than any other. 


_o the 64,000,000 horsepower 

in our railroad locomotives, includ- 
ing steam engines as well as the newer 
diesel-electrics, our trucks, buses, and pipe- 
lines would certainly be unable to carry 
the added load. Sails could not handle our 
present ocean shipping, nor pole barges 
our inland waterways traffic. 

We could not bring up the volume of 
coal, petroleum, iron, copper, and other 
minerals that we mine, if our miners did 
not have the more than 9,000,000 horse- 
power in engines which they now require. 

Our farmers have 76,000,000 horse- 
power in tractor prime movers which pull 
the plows, harvesters, combines, and other 
implements, and they use several more 
million horsepower in water-pumping en- 
gines and other stationary power units. 
(One large eastern farm alone has 600 
different engines in its tractors, trucks, and 
stationary prime movers. ) 

The engine and motor power in our fac- 
tories, mills, and refineries is obviously 
vital to their operation—a fact which was 
not always so: Back in 1879, only one out 
of every three manufacturing establish- 
ments reported to the U. S. Bureau of the 
Census that they used any mechanical 
power equipment at all—and as late as 
1914, less than three-fourths of the na- 


HISTORIC FIRSTS IN POWER DEVELOPMENT 


i Maximum 
j Now about 
Airplane (Wright Bros., 1903) ..........000+ 12 Hp. 14,000 Hp. 
i Railroad Locomotive (Tom Thumb, Built by 
; Peter GoOpets 1600). oss sceisieine se oases ets 4 Hp. 6,000 Hp. 
{ Automobile (Charles Duryea, 1892) .......... 4 Hp. 300 Hp. 
I CESUUOOR EAAONES | TOOE) <6) o:6.s.5.:6.0's Sas eieiee'siee 1 Hp. 
Steamship, Ocean-going (Savannah, 1819) .... 90 Hp. 200,000 Hp. 
Steam Turbine (Sir Charles Parsons, 1884) .. 10 Hp. 368,500 Hp. 
Electric Power Station (Thomas A. Edison’s 
Pearl Street Station, New York city, 1882) .. 750 Hp. 2,645,000 Hp. 
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tion’s factories reported having power 
equipment. When you come right down to 
it, if there is one source of power that is 
more indispensable than any other, it is 
electric power. 


| yaad is vital to every one of the 
other industries, as well as in our 
homes. Even the gasoline and diesel-en- 





a 
mg) 


. Motorcycles (January Ist) 
. Buses (July Ist) 
. Automobiles (July Ist) 


(PASSENGER) PRODUCTION STORAGE 


TRANSPORTATION 


mechanical horsepower. 
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. Construction and Contractors’ Building Equipment (Est., 1952) 
. Factories, Mills, Refineries (Estimated for 1954) 


15. Aircraft (Private Planes and Commercial Airliners) (January 1st) 


Aggregate Total Prime Mover Engine Power Installed in U. S. A. ...... 


gined transportation unit — automobile, 
railroad locomotive, ship, and aircraft— 
requires the electricity of its batteries to 
start the engines, light the interior and 
running lights, and illuminate instru- 
ments. What is more, all four of them de- 
pend on central station electricity for a 
number of operational and safety factors. 
For instance, the electric motors that pump 


TOTAL POWER IN THE UNITED STATES 
All Mechanical Prime Mover Engines 


Total 
1954 Horsepower 
a AS eideciese “centeal Stations (asst July 1St) oc. cess csc cccssencsccececacces 127,809,370 
5 z 2. Government Noncentral Electric Stations (January Ist) ..............eeeees 406,755 
& 2 3. “sas: (iGlity Stations (iistemated, Jantiary Ist) ............scseccceececeess 3,158,000 
4. Agriculture: Tractors, Drawbar Horsepower (January Ist) ............... 76,167,660 
se icanaen tractors on Harms (Januaty 1St) 2.6. ccscccs cccscecscseecceces 704,000 
3 Mounted and Stationary Intern. Comb. Engines (January Ist) ........... 21,300,000 
25 Self-propelled Machines, Incl. Combines (January Ist) ...............000- 4,719,000 
$ i ismegation Pumping Hnemes (195) Gensts) .....0... 00060 cceccccsswsccees 1,083,000 
< DU MMIMEIBURU SED ree eo os Ga ea sous uae eaadibsebeunaceceewscedeseases 75,000 
4 SUR MaRS RESO) 2 oon crew is See Gu aaikualinaaGe sawaes saaaentes 134,000 
5. Mines, Quarries, and Oil and Gas Wells (Estimated for 1954) ............. 9,884,000 
- ( 6. Marine: Merchant Vessels (Ocean-Lakes-Waterway) (January Ist) ........ 17,928,700 
° Motorboats and Yachts, Inboard (Est., 1954) .............ccc cee ccececes 22,960,000 
Ee SORRINIAENA RIGSTIRIRIG USGS | 6c, cocks cuisine sweiseedsewagareweiae ser 30,400,000 
5 a4 7. Railroad Locomotives (Partly Est., January Ist) .............ccccccececess 63,770,750 
25 8. Interurban Rail and Bus Lines, Electric (January Ist, 1952) ............... ,177,400 
: m D,  DWeMace, PAStITRTIVS A PRINIAEY TEED. oo oioseie ic oe :s'e-c sia 5:00 55 ose eben cesiecwees 1,140,803,900 
<~| 10. Pipeline Pumping Stations: Petroleum (Est., January Ist) ................ 943,180 
ame A PU RneNenS RNS ENUM OUD cs occ wisiens ds kiia oc ae bes awuwbas ia Giese adaware. 4,245,540 
11. Gas Storage Pools, Underground Compressor Engines (January Ist) ....... 271,440 
12. Warehouses, Wholesalers, Trucking Terminals (January 1, 1952) .......... 8,400 


78,421,250 
37,170,000 


26,099,000 
9,953,800 
34,482,000 
5,073,182,650 


6,787,858,795 


Data compiled by John A. Waring, Jr., research writer. 
Note that all figures, including electric utility power capacity, are converted uniformly in terms of 


Also, inasmuch as “prime mover” engine count eliminates duplications, the nation’s farms-mines- 
warehouses-factories have considerably more power available for their use than is indicated here; this 
is due, of course, to the electric power these industries purchase from public utilities. 
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gasoline from the service station tank up 
to the car or truck’s fuel tank, and the 
traffic lights that keep vehicles from tan- 
gling to a dead stop. Trains, ships, and 
aircraft, likewise rely on ground signals 
operated electrically (and now, in some 
cases, by radio and/or radar which, 
though electronic, still require plain elec- 
tricity to start with). 

Despite his basic power source—the 
tractor—the American farmer is doing 
more and more of his chores with electric 
power—from the central stations, which 
now supply “high-line juice” to nearly 95 
per cent of the nation’s farms. 

Although many of our factories and 
mines operate their own power-generating 
plants, even then they, as well as all the 
other plants, purchase large blocks of en- 
ergy from the utilities. Purchased power 
now accounts for more than 70 per cent 
of the total used in industry. 

Our telephones, telegraphs, radio, and 
television networks, elevators, hospitals, 
hotels, office buildings, streetcars, sub- 
ways, trolley buses, oil-heat burners, coal 
stokers, air conditioners, home appliances, 
motion picture theaters, office machines, 


THE BIGGEST TWO PER CENT 


all our indoor and outdoor lighting—these 
and innumerable other instruments and 
machines constituting our technological 
civilization, all depend utterly on electric 
power for their operation. 


~ ae years ago, it may be recalled, a 

group of appreciative and well-mean- 
ing citizens, in planning a celebration in 
honor of the late Thomas A. Edison, pro- 
posed that the appropriate high point of 
the nation-wide ceremonies would be the 
simultaneous stopping of the turbogen- 
erators in all electric power stations of the 
country, for one minute only. 

The suggestion was promptly, but po- 
litely, vetoed by the engineers. Even if it 
were technically feasible, which as every 
engineer knows it is not, it would be not 
only impracticable but well-nigh calami- 
tous to stop the nation’s lifeblood, so many 
are the vital services which themselves 
cannot be halted, and require electricity 
continuously. The celebration was held, 
but the electric power kept right on. It had 
to. What Edison started—back in 1882— 
cannot be allowed to stop for any reason 
at any time now or ever. 














The Birth and Growth of the Electric Motor 


HE first practical electric motor—invented by Thomas Davenport, 

ingenious Vermont blacksmith, in 1834—ran at two revolutions per 
minute. Encouraged by this, Davenport went so far as to suggest that a 
motor might be built to develop a full horsepower. At this, even Professor 
Joseph Henry stood aghast. He was very kind, but he earnestly counseled 
caution. 

In the year 1939, a total of 12,847,000 electric motors were manufac- 
tured in the United States—half of these being one horsepower or more 
each. In the year 1948, a total of 23,903,000 electric motors were made 
in this country, and in 1952 the total was 47,063,333. It is estimated that 
there are approximately 400,000,000 electric motors now in use (1955) 
in the United States, in factories, mines, offices, farms, and homes—the 
average home having six electric motors. 
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The Gas Consumers’ Movement 


. was anything but an early Christmas 
present which the independent gas pro- 
ducers got in Washington, D. C., when a 
new legislative group was formed to deal 
with the Harris Bill. This was the an- 
nouncement, in late November, of a group 
to be known as the Council of Local Gas 
Companies. They are going to lend weight 
to the opposition on the forthcoming Sen- 
ate battle to defeat or stall the Harris Bill, 
which would exempt the producers from 
the full jurisdiction of the Federal Power 
Commission. 

The initial organization consisted of 35 
major gas-distributing companies. They 
contend that the Harris Bill, coming up 
before Congress in January, 1956, could 
increase gas prices to consumers by $800,- 
000,000 annually, because the producers 
would be free to charge what the traffic 
would bear. 

The group will be headed by John 
Heyke, president of the Brooklyn Union 
Gas Company. Other firms taking part in 
the campaign will include the Consolidated 
Edison Company of New York, Inc., Long 
Island Lighting Company, New Jersey’s 
Public Service Electric & Gas Company, 
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Washington and 






the Utilities 


United Gas Improvement Company, Phil- 
adelphia Electric Company, and Common- 
wealth Natural Gas Corporation. 

Mr. Heyke declared that, “by co-ordi- 
nating the efforts of local gas companies, 
the council intends to inform the public 
that passage of the bill, which will relieve 
natural gas producers from effective gov- 
ernment regulation, is contrary to the pub- 
lic interest.” He asserted that “the cam- 
paign will be carried on by local gas com- 
panies in their own communities. There 
will be high-pressure, expensive advertis- 
ing campaigns such as used by the pro- 
ponents of the bill, who have already spent 
over a million and a half dollars for its 
passage.” 


Ppeseree companies and oil firms 

have led the fight for legislation end- 
ing federal control over rates charged by 
independent producers for natural gas sold 
in interstate commerce. They have con- 
tended that the regulation discourages the 
risk involved in hunting for new reserves 
of natural gas. The council so far is made 
up mostly of firms on the eastern seaboard, 
but hopes to become national in member- 
ship, except for the Southwest, the spokes- 
man said. 
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Further evidence of more effective or- 
ganization of the opposition to the Harris 
Bill at the grass-roots level came from 
Mayor Clark of Philadelphia. He an- 
nounced that a mayors’ association against 
the bill numbers (of elected representa- 
tives) 263 cities—as compared with 100 
last spring. The mayoralty group purports 
to speak for a combined population of 32,- 
000,000 people. 

In the beginning the opposition will be 
mainly a holding operation to block Harris 
Bill supporters from gaining a quick Sen- 
ate vote soon after Congress convenes. On 
a roll-call basis, Senate opponents are still 
considered too few to defeat the bill. But 
if they can delay floor action long enough 
to permit a public opinion to crystallize 
along a preconceived “consumer versus 
special interest” line, enough votes may 
develop to permanently stall, if not defeat, 
Senate passage next year. 

The question naturally arises, however, 
as to whether the opposition can get 
cranked up and operating in time to do any 
good. There is an inevitable lag in the for- 
mulation of advertising programs and 
their effect on the local consumers to the 
point of mobilizing them into a militant 
opposition. There is still a further gap be- 
tween the mobilization and the payoff in 
the form of pressure letters to the Con- 
gressmen in Washington. 


i om consensus is that it will take at 
least until March 1st for the opposi- 
tion to gain that much weight. If the bi- 
partisan leadership of Senators Lyndon 
Johnson (Democrat, Texas) and William 
Knowland (Republican, California) suc- 
ceeds in bringing the Harris Bill to a vote 
during the first month of Congress, that 
could easily be the ball game before the 
opposition really got on the field. 

On the other hand, if such Senators as 
Humphrey (Democrat, Minnesota), 
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Douglas (Democrat, Illinois), Saltonstall 
(Republican, Massachusetts), and the in- 
defatigable Morse (Democrat, Oregon) 
can do a good enough job as Horatio at 
the bridge during January and February, 
the chances of the Harris Bill will corre- 
spondingly languish. By that time all mem- 
bers of Congress—in what is expected to 
be a very hot campaign year—are going 
to be increasingly sensitive about offend- 
ing any consumer interest, real or fancied. 

So it looks like a game of “hold that 
line” for the opponents, against a blitz of 
power plays by the supporters of the bill. 
Needless to say, a good many “fans” from 
Texas are going to Washington early to 
get good seats. 

> 


The Dixon-Yates Bugaboo 


O» hands in the nation’s capital, who 
have followed the troubled journey 
of Dixon-Yates up the hill and down 
again, into the grave and out again, are 
wondering just what the Atomic Energy 
Commission has in mind in its latest de- 
cision to get out of the unfortunate con- 
tract without paying a penny in damages. 
Before the AEC had advised the Mis- 
sissippi Valley Generating Company that 
the Dixon-Yates contract “is not an ob- 
ligation which can be recognized by the 
United States,” the administration had at 
least a reasonable explanation that the 
contract was essentially a fair one, on its 
merits, to both the government and private 
interest. 

It could also be plausibly urged that 
it had accomplished its purpose, some- 
what negatively, by forcing the city of 
Memphis, Tennessee, to take care of its 
own power plant instead of putting it on 
the backs of the general taxpayers via the 
Tennessee Valley Authority. Incidentally, 
the city of Memphis is going ahead with 
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its commitment to President Eisenhower 
along this front. 

The cancellation of the contract could 
therefore have been fairly explained as an 
honest “mission accomplished.” What 
small damages which might have accrued 
from the liability under the contract can- 
cellation could easily have been written off 
against what the general taxpayer will 
save. But the AEC has apparently per- 
formed the difficult task of pulling the rug 
from under its own feet by announcing, 
at this late date, that the contract was no 
good in the beginning because of the same 
kind of vague, concealed taint of “conflict 
of interest.” 

Of course that is simply the opinion of 
the AEC general counsel, upon which the 
commission acted. The real question will 
ultimately be decided by the courts. And 
there are some smart lawyers around 
Washington who say that the courts will 
decide to the contrary, and Uncle Sam will 
have to pay a tidy sum before he is free of 
the Dixon-Yates liability. 


B™ such litigation in the court of claims 
is notoriously slow and would prob- 
ably drag through most of the coming 
year. Hence, there are those cynics who 
see a political maneuver in all this back- 
ing and filling. Could it be that the admin- 
istration’s political strategists would like 
to go to the country next year with the 
explanation that the threat of the Dixon- 
Yates setup actually saved the federal tax- 
payers money via the Memphis commit- 
ment—yet it did not cost federal taxpay- 
ers a penny and probably never will? By 
thus switching the whole thing into the 
laps of courts, theoretically Dixon-Yates 
might be banished from the campaign 
arena. 
If any such strategy is in mind, it was 
devised without taking into account that 
veteran coon hunter from Tennessee, 
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Senator Kefauver. Not only will he and 
his Democratic colleagues take credit for 
any benefits which might be argued on the 
basis of the Dixon-Yates cancellation 
(and who could blame them), but he is 
also far too experienced a political game 
tracker to be appeased by any such attempt 
to confuse the trail by mere litigation. The 
fact that Kefauver and the rest of the pack 
are trailing what smells more and more 
like a dead horse is beside the point. Cam- 
paign politics, when it gets hot enough, 
often takes on the fantastic aspect of a 
Halloween scaring. And a dead horse’s 
skull can be made to look just as weird as 
a jack-o’-lantern if it is managed right. 

The Tennessee Senator’s recent sub- 
committee hearings, in which threats were 
passed around to “prosecute” somebody 
criminally, can be viewed in just such a 
light as Halloween high jinks for scaring 
the opposition. But it proves that the 
Dixon- Yates bugaboo has not been buried 
as far as the political campaign is con- 
cerned. It is likely to get more weird all 
the time. 

> 


Canadian Gas by 1957 


HE Pacific Northwest Pipeline Corpo- 

ration has announced plans to start 
immediately on pipeline facilities needed 
to import 300,000,000 cubic feet of gas 
daily from Canada at a border point near 
Sumas, Washington. As the plan was ap- 
proved by the FPC last month, Pacific 
Northwest will receive gas in lesser quan- 
tities from Westcoast Transmission Com- 
pany, Ltd., beginning around November 1, 
1957. 

The full amount will probably be flow- 
ing by January, 1959. It will be used main- 
ly by industrial customers in Oregon, 
Washington, and Idaho. Under the FPC 
ruling, 50,000 Mcf of gas per day is ear- 
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marked for delivery to El Paso Natural 
Gas Company on a displacement basis at 
any point on Pacific Northwest’s system, 
probably in the San Juan basin. Altogether 
El Paso will expand its system by 455,000 
Mcf of gas daily, distributed to custom- 
ers in California, Nevada, Arizona, New 
Mexico, and Texas. 

The first reaction to FPC authorization 
of the arrangements was favorable. Gov- 
ernor Langlie (Republican) and Senator 
Magnuson (Democrat) of Washington 
hailed the United States-Canadian co-op- 
eration as sure to speed industrial growth 
in at least seven Pacific states and two 
Canadian provinces. Canada will receive 
some gas in exchange from Pacific North- 
west, under the contract, for distribution 
to industry in Vancouver and British Co- 
lumbia. This is mostly temporary, pend- 
ing completion of the 650-mile Westcoast 
pipeline extending from Alberta south- 
west to Vancouver. 

Canada benefits as much as the United 
States, according to Frank H. McMahon, 
president of Westcoast, because it yet has 
“too small a population to justify the cost 
of moving the gas from the fields through 
long-distance pipelines to its populated 
areas” without the support of markets in 
the United States. An outstanding feature 
in the contract is that purchase price is 
firm (average 22} cents per Mcf at 90 per 
cent load factor) for the full 20-year pe- 
riod, with no escalation provision. 


— outlook for the all-Canadian pipe- 
line project is also progressing favor- 
ably, although it is not in the bag by any 
means as yet. The Canadian and Province 
of Ontario governments have agreed to 
finance the uneconomic 675-mile stretch 
of the all-Canadian west-east natural gas 
pipeline planned by Trans-Canada Pipe 
Lines, Ltd. The agreement under which 
the two governments would put up $188,- 
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000,000 for a link in the Trans-Canada 
line, stretching across sparsely settled parts 
of northern Ontario, is conditioned upon 
a showing by Trans-Canada before May 
1, 1956, that adequate financial arrange- 
ments have been completed for the other 
stretches of the projected 2,200-mile pipe- 
line. 

No difficulties on this score are now 
in sight. 

But some recalcitrant rivals in this field 
may still think of something—at the FPC 
level. Major hurdle yet to be jumped is to 
get FPC approval of several applications 
for permission to import gas into the 
United States from the Trans-Canada sys- 
tem near Emerson, Manitoba, and to en- 
able Tennessee Gas Transmission Com- 
pany to export gas to Trans-Canada near 
Niagara Falls to develop eastern Canadian 
markets, pending the arrival of Alberta 
gas via the all-Canadian line. Tennessee 
Gas last month acquired a one-third inter- 
est in Trans-Canada Pipe Lines, becom- 
ing a full partner with interests behind 
Canadian Delhi Petroleum, Ltd., and spon- 
sors of the former Western Pipelines, 
Ltd., now absorbed by Trans-Canada. 


¥ 


More Politics and the Utilities 


(7 "= of Defense Mobilizer Flemming 
will probably point to the Truman 
administration’s precedent for continuing 
fast tax amortization certificates to elec- 
tric utilities. Senator Kefauver, in a letter 
to Flemming, late last month, called for 
an explanation of the “huge subsidies” 
granted the electric utility industry since 
the start of the Korean War. Kefauver 
estimates that the total “benefits” accru- 
ing to utilities under the ODM program 
will exceed $6 billion, which, he claims, 
would exceed the total amount ($+ billion) 
of the federal investment in power proj- 
ects. 
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FCC Developments 


Sew long-awaited Senate Interstate 
Commerce Committee investigation 
of the FCC and its regulation of TV-radio 
is still marking time. Senator Magnuson 
(Democrat, Washington), chairman of 
the Senate committee, has been busy in 
the Pacific Northwest. The Senator faces 
a hot political campaign for re-election 
next year and it may be that he will con- 
tinue to be distracted. 

The chances are that the Senate com- 
mittee will get down to brass tacks after 
the holidays and the opening of the second 
session of the 84th Congress. The commit- 
tee was voted $200,000 at the last session 
for a probe of radio and TV regulations. 
When the investigation does get under 
way, it is likely to have a strong political 
flavor, the same way other investigations 
now going on on Capitol Hill have been 
flavored. This perhaps is inevitable in a 
campaign year. 

Anyway, much is likely to be made of 
FCC’s action in allowing the more popu- 
lar VHF (very high frequency) TV sta- 
tions to do business in areas hitherto re- 
served for the small UHF (ultra high fre- 
quency) TV stations. The trouble has been 
that the UHF stations are not listened to 
by very many, because of the inability of 
the average television receiving set to tune 
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in on these frequencies. Nevertheless, 
much is being done to smoke up some kind 
of an issue about putting ‘“‘small business” 
and “educational” stations, in the UHF 
range, out of business because of the op- 
erating competition of the more popular 
VHF stations. 

It might be a little difficult to enlist the 
sympathy of the average television set 
owner for the predicament of station oper- 
ators whose programs he could not get 
anyhow. Otherwise, the FCC faces a busy 
year as always when a presidential elec- 
tion campaign is in the offing. Both the 
FCC and the networks must walk a tight- 
rope and expect dead cats from both sides 
of the political fence. They must expect 
angry charges of “favoritism” and the 
usual bilge of a political scrap. 


oe particularly hot potato which the 
FCC is likely to throw into the laps 
of either Congress or the courts or both 
is the controversial “pay-as-you-see” TV. 
This was seen in the recent cautious state- 
ment by FCC Chairman George C. Mc- 
Connaughey to the effect that the FCC is 
not going to be rushed into a “speedy de- 
cision” on whether to allow pay-as-you- 
see television. The pay TV issue has given 
rise to the most “widespread controversy” 
ever brought before the FCC and will re- 
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quire intensive study by the seven com- 
missioners. McConnaughey spoke recently 
in Columbus, Ohio, before the National 
Association of Professional Baseball 
Leagues, which is said to favor airing some 
sports events over a toll TV system. Three 
major pay TV plans have been proposed 
to the FCC. The commission invited com- 
ments on these proposals last February. 
McConnaughey said it received an unprece- 
dented response—‘“‘nearly 25,000 formal 
pleadings.” 

McConnaughey added that “there are 
no neutral parties in this matter. Every- 
one is either violently in favor of or op- 
posed to pay-as-you-see TV. Also there 
is a great deal of opinion that pay-as-you- 
see television cannot be authorized by the 
commission without legislation. If that de- 
velops I am sure you know the added difh- 
culties that would be presented to any 
speedy action.” He said that whatever 
course the dispute takes, “There is a strong 
possibility, if not probability, that it will 
not be included in tomorrow’s headlines.” 

Also, McConnaughey says he is “bull- 
ish” about future color television. 


» 
Montana Rate Boost Upheld 


I* an opinion expected to be appealed to 

the Montana supreme court, District 
Judge W. W. Lessley upheld (November 
22nd) the state public service commission’s 
1953 order granting higher phone rates to 
Mountain States Telephone & Telegraph 
Company. 

The decision marked the second lower 
court defeat for State Attorney General 
Arnold H. Olsen in his attempt to nullify 
utility rate increases. District Judge C. B. 
Elwell earlier affirmed for Montana Pow- 
er Company its first gas rate increase since 
1931 when it began serving natural gas 
customers. Olsen indicated he also would 
appeal that decision. 


Radtiotelephone Paging Service 


hess to get away from it all is get- 
ting tougher every day. The latest in- 
vasion of individual leisure is a personal 
paging service. However, that is what the 
customer apparently wants, because Bell 
Telephone Company of Pennsylvania has 
asked the FCC for authority to install a 
commercial paging service primarily in the 
Allentown and Bethlehem areas. Bell of 
Pennsylvania would seemingly be the first 
commercial telephone company to estab- 
lish such a service on a subscriber basis. 

The principle, of course, is not new. 
Radio signaling has long been used in 
connection with automobile radiotele- 
phones, such as used by taxicabs and 
truckers. A signal flashes and the opera- 
tor knows that he is “wanted on the 
phone.” 

But Bell of Pennsylvania’s proposal is 
apparently the first time this technique has 
been suggested as applied to a little “din- 
gus” to be carried around on the individ- 
ual’s person. There was testimony to the 
effect that the service would cost about $16 
for 100 calls a month. This estimated cost 
figure would include $5 monthly rental on 
a pocket-size receiver and a $5 monthly 
service charge, plus call unit charges nor- 
mally amounting to 10 cents per call when 
completed within the local area of the 
transmitter. 

Bell system representatives explained 
that the telephone company would operate 
a trasmitting station which would send 
out signals to doctors and other “subscrib- 
ers” walking or driving around the service 
area. These signals would actuate a tone 
in the receiver carried by the individual 
subscriber. He would then know that he 
should call a predetermined place or party. 
There was a protest from a private radio 
paging service, already operating in the 
Allentown-Reading-Harrisburg area on a 
somewhat different basis. 
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Telephone Companies Fight 
For Frequenctes 

HE USITA in common with the Bell 

system has been fighting for some 
years to obtain a better position on the 
radio spectrum. They have not been alto- 
gether successful up to this time, owing 
to the fact that the FCC feels it is under 
a good deal of pressure from many, many 
interests. 

But the telephone companies have 
taken advantage of every opportunity af- 
forded at public hearings to tell their story 
and have also filed many a statement with 
the commission responsive to notices of 
proposed rule making. 

The USITA filed a statement with the 
commission, for example, on November 
15th taking issue with an application sub- 
mitted by a noncarrier looking toward the 
allocation of certain key frequencies to 
industrial, scientific, and medical (ISM) 
services on a primary basis. 

The FCC has been called upon to decide 
whether a proposed rule should be adopted 
which would assign certain frequencies in 
the 890-940-megacycle band of the radio 
spectrum to ISM. The proposed rule would 
allocate these frequencies which span the 
very useful 915-megacycle band (includ- 
ing 25 plus and 25 minus) for “primary 
use” by industries (other than telephone 
and telegraph companies), scientific, and 
medical services desiring to employ such 
multichannel frequencies for their own 
special purposes. 

These frequencies have heretofore been 
tentatively assigned on a “shared basis” 
for use by “common carriers” (telephone 
and telegraph companies) as well as other 
parties with special purposes. On the basis 
of actual utilization, the telephone compa- 
nies have made such rapidly increasing use 
of frequencies in this band that they now 
have an investment and commitment in 


common carrier fixed services aggregating 
about $20,000,000. 

The use of these frequencies is particu- 
larly important for independent telephone 
companies rendering public service for the 
most part to less populated areas. Over a 
period of years the USITA has made re- 
peated requests to the FCC for allocation 
of a suitable band of frequencies below 
1,000 megacycles to meet the requirements 
of independent telephone companies for 
multichannel point-to-point communica- 
tions. But to date telephone common car- 
riers have not been allocated space on a 
primary basis in the 900-megacycle region. 


[ the proposed rule assigning these fre- 
quencies, on a primary basis, to indus- 
trial, scientific, and medical services 
(which have hitherto not utilized this 
band) becomes effective, their usefulness 
to the telephone company would become 
seriously impaired. 

The telephone group claims also that 
adoption of the proposed rule would mean 
a departure, in effect, from the traditional 
common sense, over-all policy laid down 
by the FCC in a number of earlier deci- 
sions to the effect that “conservation of 
the spectrum” requires maximum and eco- 
nomical use of frequencies in the over-all 
public services, and that community use, 
where practicable, should be preferred over 
the use of frequencies for special purposes 
of special interests. 

Replying to arguments about con- 
formity with international conventions, 
the USITA claims that the characteristics 
of these frequencies and their utilization 
are such that no real difficulty involving 
international regulation could conceivably 
arise. Radio frequencies in this limited 
range, the USITA brief states, used in 
a normal manner, could never become an 
international problem. 
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Financial News 
and Comment 


By OWEN ELY 


FPC and EEI Raise Sights on 


Future Power Requirements 


And Capacity 


HE Federal Power Commission re- 

cently brought up to date its report of 
June, 1954, projecting future power re- 
quirements for the period 1953-75, and 
extended the forecast to the year 1980. 
The new bulletin (FPC-P29) gives data 
for the 48 power pool areas as well as the 
eight major territories. It also gives fresh 
details on the utilization of electricity by 
major groups of consumers. The commis- 
sion stated : 


Altogether the estimates of electric 
utility loads show 1980 requirements at 
more than three and one-half times the 
1954 figures for the country. Energy 
requirements and peak demands are ex- 
pected to grow at about the same rate 
with only a slight increase in load fac- 
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tor indicated (from 60.4 in 1954 to 62.1 
in 1980). The projections show increas- 
ing annual incremental growth, except 
for the period following completion of 
the announced construction program of 
the Atomic Energy Commission which 
has been causing such large increases in 
industrial loads. These loads, concen- 
trated in Regions II, III, and IV, are 
included in the figures shown in this 
report. 


The FPC estimated energy require- 
ments as follows: 


Billion KWH Growth 
1954 1980 Percentage 
I—Northeast .... 103 280 172% 
II—East Central . 84 312 271 
III—Southeast .... 87 324 272 


I1V—North Central. 61 224 267 
V—South Central. 46 172 274 


VI—West Central . 9 35 289 
ViI—Northwest ... 42 159 279 
VIlI—Southwest ... 45 188 318 





United States 478* 1,696 255% 





*Excludes nonutility generation of about 72 
billion kilowatt-hours. 


IX forecasting an increase of 317 per 
cent for residential consumption by 
1980, the commission evidently assumed 
that electric air heating and cooling should 
have a very substantial percentage in- 
crease, since they are not yet an important 
factor except in a very few areas. It esti- 
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mated that the consumption of electricity 
for these purposes in 1980 will amount to 
one-third of the total residential consump- 
tion, although estimates vary widely for 
different regions. Lighting, electric water 
heaters, refrigerators, ranges, television 
sets, and radios are now the big factors in 
residential use. A very high percentage of 
homes now have electric refrigerators, as 
well as television sets and radios, but less 
than one-sixth have electric water heaters 
and somewhat over a quarter have electric 
ranges. Hence the FPC estimates that 
twenty-five years from now more than a 
third of all homes will have electric water 
heaters, and nearly one-half will have 
electric ranges. Average residential use of 
electricity is expected to rise to nearly 
6,500 in 1980, as compared with the re- 
cent figure of 2,682 kilowatt-hours. The 
FPC forecast for consumption by differ- 
ent classes of consumers is as follows: 


Billion KWH Growth 
1954 1980 Percentage 
Residential .......... 96 401 317% 
Farm—Irrigation 
and Drainage ...... 8 12 50 
Farm—Other use.... 18 43 139 
Commercial ......... 74 244 230 
Emdustraal ..........- 206 744 261 
Other Customers .... 23 48 109 
Lo. ae 53 202 281 
SS 478 1,696 255% 


The commission evidently assumes that 
business conditions will remain excellent 
until about 1960, after which the rate of 
growth will tend to taper off. (Completion 
of the large plants servicing the AEC is 
also a factor.) Thus for the six years 
1954-60 it forecasts a gain in total electric 
requirements of 58 per cent; for the five 
years 1960-65 the gain is only 27 per cent, 
and for the succeeding 5-year periods 
gains of 23 per cent, 21 per cent, and 19 
per cent were estimated. 


, | ‘HE new estimates show increases of 
about 3-5 per cent over the corre- 
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sponding June, 1954, estimates, for total 
output in the years 1960, 1965, 1970, and 
1975. Presumably this reflects the influ- 
ence of the large output gains being regis- 
tered in 1955 compared with 1954. The 
peak load for 1975 is now forecast at 
262,000,000 kilowatts compared with the 
earlier estimates of 248,000,000; the new 
estimate agrees with the “lower limit” of 
the EEI forecast in June, 1954, which 
ranged from 262,000,000 to 367,000,000. 
The Edison Electric Institute is cur- 
rently issuing the semiannual report of its 
electric power survey committee, with 
detailed projections for the years 1955- 
58. For continental United States, gener- 
ating capability is forecast as follows: 


Million Yo Margin of 

KW* = Increase Capacity 
Pe he cess cactistis 2 92 _ 18% 
1 Rees 103 12% 21 
DERE Gece tetas 115 12 19 
LS 124 7 19 
> Aree ene 132 7 19 
BOs ccd tdeneses 141 7 20 





*Assuming median hydro conditions. 


oe estimates do not vary much from 
those published in the previous survey 
dated April, 1955, except that the forecast 
for 1957 has been raised about half a mil- 
lion kilowatts and that for 1958 by over 
3,300,000 kilowatts. The increase for 1958 
doubtless reflects the utilities’ rush ‘n 
August to place heavy orders for electric 
equipment before price increases went into 
effect. In mid-September, according to 
Business Week (October 15th issue) 
about 10 per cent was added to list figures 
for transformers and some other items of 
heavy apparatus. There had also been sub- 
stantial buying of equipment in January 
and February, motivated at that time by 
bargain-counter price cuts. 

In 1958, according to Business Week, 
the power companies will spend about 
$2.3 billion on generating units compared 
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with the previous record of $2.1 billion 
in 1953. Expenditures in 1956, still re- 
flecting the drop in orders in 1954, are ex- 
pected to approximate only $1.5 billion. 


© 
Costs of Rights Offerings 


HE use of subscription rights to raise 

new equity money (usually for con- 
struction needs) has been a favorite 
method of utility companies, accounting 
for about two-thirds of all equity financ- 
ing in the first nine months of 1955. In 
1954 the percentage was about the same 
and in 1953, 59 per cent. There are two 
major subdivisions of subscription offer- 


ings, depending on whether the issue is 
underwritten or not; and there are of 
course a variety of underwriting methods, 
as well as supplementary sales devices 
such as oversubscriptions, sales to employ- 
ees, etc. There is also the practice of com- 
pensating dealers for soliciting subscrip- 
tions, with or without underwriting. The 
Irving Trust Company has recently issued 
an interesting bulletin (No. 8 of its 
series )* giving data on underwriters’ com- 
pensation for rights offerings, which we 
summarize and discuss as follows: 

The study analyzes some 26 common 





1 Prepared by Marilyn Walsh, staff assistant, un- 
der the direction of John F. Childs, vice president. 


COSTS OF RIGHTS OFFERINGS 
(January 1, 1954, to June 30, 1955) 











Subscription Underwriters’ Soliciting Total Discount Percentage 
Offer. Price below Compensation Dealers And Offering Subscrip- 
Company Ratio Market Basic Other Fees Costs* tion** 
Underwritten Offerings 
Kansas City P. & L. ........ 1-10 6.9% 6% R | —_— 7.6% 98% 
Balumore G. &@ E. .......... 1-10 10.0 5S A _ 10.6 98 
Public Service of Colorado .. 1-10 8.9 = Rd 2% 9.8 98 
Potomac Electric Power .... 1-10 10.3 1.2 2 —_— 117 95 
Florida Power Corp. ........ 1-10 5.0 6 | —_ 6.2 88 
Oldahoma G.& E. .......... 1-8 8.0 5 —_ — 8.5 100 
Washington Gas Light ...... 1-8 7.3 1.0 m4 _ 8.5 93 
South Carolina E. & G. ..... 1-15 7.9 > _ — 8.4 123 
Virginia Electric & Power .. 1-10 7.6 _ ~ —~ 7.8 134 
New England Electric ..... 1-10 48 KY 4 3 6.2 92 
pan Gero (em o. ........ 1-4 17.9 3 = — 19.4 96 
Long Island Lighting ...... 1-8 10.2 8 A o 11.1 98 
Northern States Power .... 1-10 7.4 4 e _ 8.1 82 
Pennsylvania P. & L. ....... 1-7 5.9 Ly Al _— 6.7 95 
Southern Indiana G. & E. .. 1-7 6.1 1.1 4 — 7.6 92 
Wisconsin Public Service ... 1-7 74 1.3 i — 88 97 
South Carolina E. & G. .... 1-10 5.6 9 — _— 6.5 118 
SOUR RAIL, sc ckice senses ss 1-10 7.7 3 _ — 8.0 133 
Consumers Power .......... 1-10 7.8 4 a — 8.2 100 
Averages, 19 Cos. ...... 8.1% 7% 1% _ 8.9% 
Not Underwritten 
80S Oe 1-10 10.8% _ — —_ 10.8% 141% 
Consolidated Natural Gas .. 1-10 9.5 _— — — 9.5 100 
Middle South Utilities ...... 1-15 11.1 — — _ 11.1 148 
Philadelphia Electric ....... 1-12 11.1 — -- S 11.6 97 
Northern Natural Gas ...... 1-9 8.0 _ — os 8.0 130 
General Public Utilities .... 1-15 73 ~_ — 3 7.6 100 
Wisconsin Electric Power ... 1-10 14. — — ~- 14.3 154 
Averages, 7 Cos. ....... 10.3% 1% 10.4% 


* Excludes corporate expenses incurred in comection with the offering. 


** Includes oversubscriptions, etc. 
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stock offerings during the period January 
1, 1954, to June 30, 1955, representing is- 
sues of over $2,500,000 in size, where the 
stocks are substantially all publicly held 
and listed on the New York Stock Ex- 
change. Since the market remained rela- 
tively strong during this period, this fac- 
tor must be kept in mind. (We recall that 
some underwriters of industrial issues en- 
countered very serious difficulties in 1946 
due to the sudden decline in the market.) 
The statistical data presented in the Irving 
Trust bulletin have been condensed and re- 
arranged in the accompanying table, 
page 1036. 

Risk factors which may affect the mar- 
ket price during the underwriting period 
(which usually lasts several weeks) in- 
clude: (1) The adverse market effect of 


offering the new stock and the ensuing 
dilution of share earnings. (2) Special 
events affecting the utility, such as floods, 
rate reductions, heavy wage demands, or 
strikes, etc. (3) A decline in the general 
market. 


-. with respect to the individual 
offerings include the utility’s character 
and statistical background, the regulatory 
atmosphere, market ratios such as yield, 
P-E ratio, etc. Sales’ factors include such 
queries as the extent of institutional hold- 
ings, whether the stock is listed, and the 
details as to the offering, underwriting, 
dealer compensation, oversubscription, 
etc. As regards the general market risk, 
there are, of course, a large number of 
economic and political factors involved, 


& 


UTILITY TALKS AT THE LUNCHEON FORUMS OF THE NEW YORK SOCIETY OF 
SECURITY ANALYSTS—MARCH 9, 1955, TO NOVEMBER 30, 1955* 


Topic 
Utility Companies (Alphabetically Arranged) 

Atlante City Blectsic Co....6. cccccecsccene 

Cincinnati Gas:© Electric Co... 5... cscccecs 1 
Consolidated Edison Company ............. 

Delaware Power & Light Co. .............. 

MOS IE COMET OOS Ais 6-4 iocdic ois 6.5.86 sia-0: 0: 6 creusiels 1 
Bempire District Electric Co. ....666scccce. 
Houston Lighting & Power Co. ............ 
Pnferstate OWE! CO); <iss.c50sceccicssenciees 
Kansas City Power & Light Co. ........... 
one Istana PACnENe GO. «6656.65.34 ba008s sears 
Middle South Utilities, Inc. ................ 
New England Gas & Electric Assoc. ....... 
Panhandle Eastern Pipe Line Co. .......... 
Eradelpaia Electric CO) 2.666. sc cess se ces 
Portiand Gaseee GOKe COs. oii icccescccaces 
Potomac Electric Power Co. ............... 
Public Service Co. of New Hampshire ..... 
Rochester Gas & Electric Corp. ............ 
Rockland Bight & Power Go. ...2 6.0. cess. 
Southwestern Public Service Co. ........... 
gi Ufo sted 7c rh Cho) eee 1 
Upper Peninsula Power Co. ............... 

Wisconsin Electric Power Co. ............. 


Miscellaneous Topics 
Prospects for the Utilities .2...206cc0ess08 1 


New Developments in Manufacturing Gas .. 
Prospects for Gas Wtities sis oo ie bce occ 1 


Atomic Energy—Geneva Confererice ....... 


Date Speaker 


3/ 9/55 Bayard L. England, President 


1/30/55 Walter C. Beckjord, President 


8/17/55 Harlan C. Forbes, Exec. V. P. 
9/28/55 Stuart Cooper, President 


1/16/55 C. S. Reed, Vice President 


10/26/55 D.C. McKee, President 


5/25/55 W. A. Parish, President 


4/13/55 Milton L. Kapp, President 
6/22/55 Harry B. Munsell, President 
10/11/55 Errol W. Doebler, President 
3/16/55 Edgar Dixon, President 
4/27/55 Floyd D. Campbell, President 


3/23/55 Leslie T. Fournier, V. P. & Treas. 


4/ 6/55 R. G. Rincliffe, President 
4/20/55 Charles H. Gueffroy, President 


5/ 4/55 Roy Dunn, President 
5/18/55 Avery R. Schiller, President 


10/ 5/55 A. M. Beebee, President 
6/ 1/55 Charles L. Hulswit, President 
8/ 3/55 H.L. Nichols, Chairman 


1/23/55 Charles E. Ide, President 


3/30/55 John H. Warden, President 
6/29/55 Gould W. Van Derzee, President 


1/ 9/55 John Childs, Harold Young, Charles Tatham, 
and Truslow Hyde, Jr. 

9/21/55 Hall M. Henry, Vice President, New England 
G. & E. Assoc. Service Corp. 

1/ 2/55 Hilding H. Carlson, Editorial Director, Amers- 
can Gas Journal 


9/16/55 Michael Miciiaelis, Arthur D. Little & Co. 


*Previous lists appeared in ForTNIGHTLY issues of March 17, 1955, August 19, 1954, etc. 
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but the principal items are the relative 
price level and the indicated interest of 
investors in new offerings. 

The question of stockholder relations, 
as well as the various risk factors, enter 
into the determination of policy and the 
amount of discount below recent market 
levels in fixing subscription price. Thus 
the rights should be given sufficient value 


under normal conditions so that stock- 
holders will have adequate incentive to 
subscribe or sell their rights. If, as some- 
times occurs, the rights have negligible 
market value—say 1/64 or 1/128—they 
may be a source of annoyance to stock- 
holders, thus generating ill will. Having 
decided policy with respect to subscription 
price, the utility management then has to 


e 


NOVEMBER UTILITY FINANCING 


PRINCIPAL PUBLIC OFFERINGS OF EL 


ECTRIC AND GAS UTILITY SECURITIES 


Price Under- Offer- Indicated 
0 writing ng Moody Success of 
Date Amount Description Public Spread Yield Rating Offering 
s 

11/10 $20.0 United Gas Corp. Ist s.f. 38s, 1975 .. 101.83 A3C 3.25% A a 
11/17 30.0 Michigan Con. Gas Ist s.f. 34s, 1980 .. 102.53 JG 3:35 A d 
11/30 30.0 Baltimore Gas & Flec. Ist 34s, 1990... 100.75 .60C 3.22 Aaa b 
11/30 18.0 San Diego Gas & Elec. Ist 34s, 1985 .. 99.62 55C 3.27 Aa b 

Preferred Stocks 
11/10 1.8 Central Electric & Gas 4.75% ($50 par) 50 1.50 4.75 d 
11/18 200 Pacific Lighting $4.36 .........0000 100 2.25N 4.36 a 
11/30 5.0 Montana-Dakota Utilities 4.70% ($100 

BEE Dhes cose sess isu eos atecs sean 1.65 4.70 d 
Earnings- 
Price 

Common Stocks—Subscription Offerings Ratio 
11/2 41.6 Commonwealth Edison .............. 37.50 .30N 5.33% 7.25% - 
172 4«=6 GS “Honthera Gompany. ...600.5..00.20000- 17.50 Asc 5.14 7.69 f 
11/4 .3 Wisconsin Southern Gas ............ 16.50 N 6.06 9.71 
11/9 3 Housatonic Public Service .......... 21 g 6.67 7.94 
BEVES «BA RONG. ons sscikscs sees cece 40.50 35N 553 8.26 

Common Stocks—Offered to Public 
11/9 .3 Central Louisiana Electric .......... 28 5.00 6.21 
11/16 5.9 Arizona Public Service ............. 22.75 73N 4.40 6.02 a 
11/18 14.7 Colorado Interstate Gas (h) ........ 57.50 2.00 247 6.80 a 





a—It is reported issue was well received. b—It 
reported issue sold slowly. e—Issue was 97 per cent 
underwritten. h—Not a new issue. 


is reported issue was fairly well received. d—lIt is 
subscribed. f—Issue was 95 per cent subscribed. g—Not 


SUMMARY OF NOVEMBER NEW-MONEY FINANCING 
(Millions of Dollars) 


Bonds —Sold to Public 
—Sold Privately 
Preferred Stock—Sold to Public 
—Sold Privately 
Common Stock —Offered to Stockhol 
—Sold to Public 








Electric Gas 

Utilities Utilities Total 
pe woke $47.9 $50.8 $98.7 
peer 2.0 41.3 43.3 
BAe bef 24.5 26.2 
Monge cet 10.0 _ 10.0 
ders .... 758 _ 25.8 
Paes et 6.0 JF 6.3 

$143.4 $116.9 $210.3 


*$14,200,000 common stock was also offered to the public, representing stock 


held by another utility company. 


Source of data—Irving Trust Company. 
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determine whether underwriting is neces- 
sary, and, if so, the various methods to 
be used to insure a successful offering. 
Of the 26 subscription offerings stud- 
ied by the Irving Trust Company, 19 were 
underwritten, a stand-by fee being paid to 
underwriters. Four contracts provided for 
a supplemental fee on unsubscribed shares 
actually purchased by the underwriters, 
while another contract provided for such 
a fee on any shares acquired through exer- 
cise of subscription warrants bought by 
underwriters. In all but two cases, under- 
writers agreed to pay the companies a part 
of the additional compensation received 
by them from the sale of unsubscribed 
shares—usually 50 per cent above the sub- 
scription price plus some allowance for 
selling commissions and transfer taxes in- 
curred by underwriters. In four cases so- 
liciting dealers were paid special fees for 
obtaining subscriptions (separate from 
underwriting compensation). 


HE results shown in the Irving Trust 
Company’s tables reflect a wide range 
of total costs for issuing stocks on a sub- 
scription basis, especially if we include in 


z 


cost both the price discount and the aggre- 
gate amounts paid to underwriters and 
soliciting dealers, as a percentage of mar- 
ket price before the offering. (The latter 
is the price considered by the management 
in fixing the subscription price and may 
or may not fully reflect the depressing 
market effect of the preliminary an- 
nouncement that rights are to be issued.) 

Two companies, Florida Power Cor- 
poration and New England Electric Sys- 
tem, were able to underwrite 1-for-10 of- 
ferings at a total cost of only 6.2 per cent, 
the issues being subscribed 88 per cent and 
92 per cent, respectively. On the other 
hand, San Diego Gas & Electric gave up 
19.4 per cent of the price to obtain a sub- 
scription of 96 per cent; Potomac Electric 
Power’s net cost was 11.7 per cent, Long 
Island Lighting’s 11.1 per cent, etc. The 
average net cost for the 19 companies was 
8.9 per cent, which included .8 per cent 
cost of underwriting. (Dealer compensa- 
tion was negligible.) The second group of 
seven offerings in our table, representing 
those not underwritten, showed a net cost 
of 10.4 per cent, of which dealer compen- 
sation accounted for .1 per cent. 


DATA ON ELECTRIC UTILITY STOCKS 


1954 11/30/55 
Rev. Price iv. 
(Mill.) About Rate 
$230 S Amer. Gas & Elec. ........ 50 $2.00h 
35 O Arizona Pub. Serv. ...... 23 1.00 
9 O Arkansas Mo. Power ..... 24 1.24 
27 S Atlantic City Elec. ....... 29 1.20b 
107 S Baltimore G.& E......... 34 1.60 
5 O Bangor Hydro-Elec. ...... 33 1.80 
4 © Black Hills P.@ L. ....... 26 1.28 
86 S Boston Hdison .......5 00s 57 2.80 
17 A Calif. Elec. Power ........ 14 70 
17 O Calif. Oreg. Power ....... 32 1.60 
7 © Galit-Paciice UE ....5... 29 1.40 
Ee Oe en Se a) a 24 1.10 
23 S Cent. Hudson G. & E...... 16 76 
16° ©: Gent T&G. 26.5625. 27 1.20 
Yee CS CD CT | re 52 2.20 
BOS ee FU Sr bec sass 29 1.40 
10 O Cent. Louisiana Elec. ...... 29 1.40 
30 O Cent. Maine Power ...... 25 1.40 
105 S Cent. & South West ...... 35 1.40 
nO) (©) “Gent Vic be Se so csccs dss 17 .92 
95 S UTincinnati G. & E......... 28 1.20 


Cur- 
rent Cur. % In- 12 Mos. 
Yield Period 








Price- Divi- Common 
Earns. dend Stock 
crease Ended Ratio Pay-out Equity 


Share Earnings* 


4.0% $2.94** 22% Oct. 17.0 68% 32% 
4.3 1.39 D5 


— 
Oo 
3 PUAMAPAALAHAPAHUMNA AMAA. 
us 
rae 
So 
\o 
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WRPOADWDNAPWAWARAWOOOOMNNe DY 
— 
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Sept. 16.5 72 28 
1.65 5 Sept. 14.5 75 30 
1.50 12 Sept. 19.3 80 27 
2.06 36 Sept. 16.5 78 40 
2.11 Dil Sept. 15.6 85 33 
2.13 6 July 12.2 60 26 
312 5 Dec. 18.3 90 53 
. Sept. 15.1 75 35 
2.02 19 = Aug. 15.8 79 37 
2.19** 5 Sept. 13:2 64 30 
Oct. 14.7 67 32 
Sept. 14.8 70 33 
Sept. 13.4 59 33 
Oct. 15.8 67 40 
Sept. 127 61 33 
27 Sept. 16.3 79 31 
21 Oct. 13.7 77 32 
Sept. 17.5 70 36 
20 Oct. 12.9 70 29 
9 Sept. 15.6 67 38 
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91 
3 
35 
310 
10 
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19 
474 
170 
61 
31 
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PUBLIC UTILITIES FORTNIGHTLY 


: ; ag gd 
? Trtc. 
(Continued ) pt aad 

Cotepens (Wells. .......00<0% 16 
Cleve. Elec. Illum. ........ 37 
Colo. Cent. Power ........ 26 
Columbus & S. O. E. ...... 32 
Commonwealth Edison .... 42 
Community Pub. Serv. .... 23 
Concord Electric ......... 41 
Connecticut L. & P. ...... 18 
Connecticut Power ........ 42 
(Consol: Bidison .........+. 48 
Consumers Power ........ 49 
IPRORGH EN EG: 5 cocescsase, SD 
Delaware P. @& i. ........ 41 
Detroit Edison ........... 38 
SKE POWEE ....cces...s% 56 
Duquesne Light ........... 35 
Eastern Util. Assoc. ...... 35 
Edison Sault Elec. ........ 16 
OU Se oS 40 
Empire Dist. Elec. ........ 29 
Fitchburg G. & E. ........ 53 
Florida Power Corp. ..... 43 
Looe e og re 37 
General Pub. Util. ........ 37 
Green Mt. Power ......... 32 
Gulf States Util. ......... 37 
siti Oa 57 
peer OE 0 | 41 
EO OS 2 re 46 
Honsatonic FP, 5. ........ 22 
Salo ROWE? .....066.5... 30 
Silinois Power ....<......- 53 
Indianapolis P. & L. ...... 28 
Interstate Power .......... 14 
Sowa SACC EL ae P, .6.cs0s% 27 
fowa-lll G. & ©... 0.0.2.2... 35 
Iowa Power & Lt. ........ 28 
Iowa Pub. Service ........ 15 
Iowa Southern Util. ...... 22 
Ranses Gaty P&L. ...... 39 
JOC CY 4) 27 
Oe ee | 22 
Kentucky URl ........... 26 
Lake Superior D. P. ...... 23 
Lawrence Elec. ........... 29 
Long Island Ltg. ......... 21 
Louisville G. & E. ........ 50 
Lowell Elec. Lt. .......... 58 
Lo Cs 25 9 29 
Madison G. & E. ......... 43 
Maine Pub. Service ...... 18 
Michigan G. & E. ........ 46 
Middle South Util. ........ 31 
Munnesota P&L. ........ 27 
Miss; Valley P. 5S. ........ 29 
Missouri Pub. Ser. ........ 13 
BAUGSOUTS ASEM, occ cc wees 26 
Montana Power .......... 41 
New England Elec. ...... 17 
New England G. & E. ..... 17 
New Oricans P.S.........- 46 
Newport Electric ........ 43 
N. Y. State El. & Gas .... 38 
Niagara Mohawk Pr. ..... 34 
Northern Ind. P. S. ...... 36 
Northern Sts. Power ..... 7 
Northwestern P. S. ...... 16 


Div. 
Rate 
A8h 
1.60 
1.20 
1.60 
2.00 
1.20 
2.40 
.98 
225 
2.40 


N= 
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Cur- Share Earnings* 
rent Cur. % In- 12 Mos. 
Yield Period crease Ended 
6.0a 1.08 6 June 
4.3 2.29 17 Sept. 
4.6 1.58 _ Sept. 
5.0 2.15 15 June 
48 2.82 ll Sept. 
A 1.78 10 Sept. 
5.9 2.64 6 Dec. 
5.4 1.09 D2 Oct. 
5.4 2.92 40 Sept. 
5.0 3.06 5 Sept. 
4.5 3.15 7 Oct. 
4.9 3.09 5 June 
a7 AS 9 Sept. 
4.7 2.40 21 Oct. 
4.3 3.42 7 Sept. 
51 2.25 5 Sept. 
6.3 2.43 4 Aug. 
5.0 1.18 22 Sept. 
4.5 Lao 2 = Aug. 
5.5 2.05 D3 Sept. 
ef 3.26 16 Dec. 
2.7 2.15 11 Sept. 
3.2 1.93 27 Sept. 
4.9 2.61 6 Sept. 
5.6 2.33 13 Sept. 
4.3 2.09 10 Sept. 
48 3.18 D6 Sept. 
5.2 195 D35 Dec. 
3.0 2.41 10 = Oct. 
6.4 1.58 20 Dec. 
4.0 1.82 3 Sept. 
49 3.39 29 Sept. 
5.0 1.92 20 Sept. 
5.3 1.00 5 Sept. 
4.8 1.94 12 Oct. 
5.1 2.25 13 Oct. 
5.0 1.89 10 Sept. 
53 91 D2 Oct. 
5:5 1.62 18 Oct. 
4.6 2.34 11 Oct. 
4.4 1.92 DS Oct. 
5.5 1.58 —_ Sept 
4.9 2.10 13 Sept. 
48 1.49 5 Sept 
55 140 D25 Dec. 
48 1.37** 8 Sept. 
4.0 3.49 24 Sept. 
57 3.04 D19 Dec 
55 2.01 D7 Dec. 
3.7 3.20 2 Dec. 
6.0 1.36 8 Sept. 
6.3a 31 14 Sept. 
48 2.18 2 Oct. 
52 2.00 15 Oct. 
4.8 2.48 8 Sept. 
4.6 83 D8 _—_s Sept. 
52 1.91 12 Sept. 
3.9 2.91 12 Sept. 
5.3 1.22 4 Sept. 
5.9 1.36** 5 Oct. 
4.9 2.58 D7 Sept. 
4.7 2.70 9 Oct. 
53 3.02 17 Oct. 
53 2.16 6 Sept 
5.0 2.79 21 Oct. 
4.7 1.11 5 Sept. 
5:7 1.39 16 Sept. 


g 





Price- 
Earns. 
Ratio 


14.8 
16.2 
16.5 





Divi Common 


dend Stock 
Pay-out Equity 
44 40 
70 42 
76 39 
74 34 
71 49 
67 49 
91 63 
90 38 
77 41 
78 43 
70 42 
71 a7 
67 35 
75 45 
70 53 
80 35 
91 36 
68 49 
77 a7 
78 31 
92 53 
74 28 
62 38 
69 39 
77 39 
77 30 
86 47 
110 100 
58 40 
89 46 
66 35 
77 35 
73 35 
74 30 
67 33 
80 40 
74 31 
88 33 
74 35 
77 32 
63 26 
76 26 
61 34 
74 37 
114 63 
a 32 
57 35 
109 65 
80 75 
50 53 
79 35 
43 31 
69 35 
70 35 
56 30 
72 29 
71 36 
55 34 
74 34 
74 35 
87 39 
74 34 
66 36 
83 34 
65 35 
72 33 
65 27 
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1954 11/30/55 Cur- Share Earnings* Price- Divi- Common 
Rev. (Continued ) Price Div. rent Cur. Yo In- 12 Mos. Earns. dend Stock 
(Mill) About Rate Yield Period crease Ended Retio Pay-out Equity 
HO S Obie Base... oss cic chie 52 248 48 3.49 7 | Oct. 14.9 71 42 
40 S OklahomaG.& E......... 37 160 43 2.25 18 Oct. 16.4 71 30 
14 O Otter Tail Power ........ 29 160 5S 2.04 6 = Sept. 14.2 78 35 
Soe racine GW, oi ois sae 50 220 4.4 322 15 — Sept. 15.5 68 39 
ap @ Pacine Poe Li, 6... skcecse. 26 «61300 = 55.0 1.66 8 Aug. 15.7 78 29 
109 S Penn Power & Lt. ........ 49 240 49 3.05 7 Sept. 16.1 79 29 
$96 SS Pilla: BEG... oes sce eeccc 40 180 45 2.26 4 July 17.7 80 39 
29 O Portland Gen. Elec. ....... 25 110 4.4 1.64 17. — Oct. 152 67 40 
52 S Potomac Elec. Power .... 23 100 43 1.28 15 Sept. 18.0 78 36 
66 S Pub. Serv. of Colo: «.....:. 47 180 38 2.55 18 Sept. 18.4 71 35 
250 S_ Pub. Serv. El. & Gas ...... 34 180 5.3 2.19 16 ~— Sept. 15.5 82 Ji 
62 S Pub: Ser: of Indiana ...... 39 «§200)| Sil 2.42 3 Sept. 16.1 83 34 
23 © Pub: Serv. of N. H.....:. 17 100 5.9 1.23 27, Oct 13.8 81 33 
10 O Public Serv. of N. M..... 14 68 49 95 13 Sept. 14.7 72 31 
21 §S Puget Sound P. & L......... 29 120 48 1.49 15 Sept. 16.8 81 58 
49 S Rochester G. & E. .:...... 43 2.24 52 3.34 7 Sept. 12.9 67 32 
14 © Rockland L.& P. ........ 18 wm 33 83 36 ~=—- Dec. 21.7 72 29 

7 3S) SP asephti Gk. ccoccc.s) OF i255 1.67 — Sept. 14.4 79 41 
39° S&S “San Dieso G. GE. ...05.5::.. 19 80 42 1.08 D2 Sept. 17.6 74 Ad 
SB 'O “SientayPacitie Pts: .6. 0s: 23 Li2 4 |3649 1.45 32 ~— Sept. 15.9 77 28 
154. S So. Galif. Edison ......... 52 240 46 S17 19 ~— Sept. 16.4 76 36 
34S SoexCarolinaE. & G. ...... 19 90 47 Le — Sept. 13.8 65 28 
6 © Southern Golo: Pr. ........ 15 20 47 125 3 Aug. 12.0 56 41 
194 S Southern Company ....... 20 90 45 1.41 7 Oct. 14.2 64 29 
14 S So. Indiana G. & E. ...... 31 160 8 5.2 2.26 5 “Gee 13.7 71 34 
4 O So. Nevada Power ........ 21 80 3.8 1.46 D2 ___sSept. Zbz 55 64 

i © Southern Utah Pr.........: 15 1.00 67 94 5 Sept. 16.0 106 39 

3 © Southwestern E. S. ....:... 21 108 5.1 1.61 2 ~=sCAug.« 13.0 67 31 
33 S Soutliwestern P. S. ....... 27 132 49 1.55 4 Sept. 17.4 85 30 
ZO De aM pas leG 5.68 ovis os50%0 26 100 38 1.44 1] Sept. 18.1 69 38 
iy §& Texas Wales: ...5..005.. 38 «6128 —S 3.4 2.00 8 = Sept. 19.0 64 36 
So S Toledo Bdtsont 06.6665 001 15 70 47 1.08 17. —s Sept. 13.9 65 30 
il -O TucsoniG. BL. GP. «2... 28 #4120 43 1.72 16 June 16.3 70 40 
114 S Union Elec. of Mo. ........ 29 140 48 1.69 5 Sept. 172 83 36 
28 O United Illuminating ....... 52 255 49 3.13 8 Dec, 16.6 81 51 
4 O Upper Peninsula Pr. ...... 28 #4150 54 2.21 D10 — Sept. 12.7 68 31 
32 S Utah Power & Et. ........ 50 220 44 3.04 20 = Oct. 16.4 72 41 
06 S  Varemia BWP, 2650.0 44 160 36 2.54 24 = =Oct. 17.3 63 36 
23 S Wash. Water Power ..... 39 180 46 2.02 9 Oct. 19.3 89 35 
116 S West Penn Elec. .......... 27 «#130 48 2.01 10 ~— Sept. 13.4 65 28 
64 O West Penn Power ........ SF 824006 «647 3.14 12 June 16.2 76 33 
10 O Western Lt. & Tel. ........ 33 130) | 55 2.67 35 Sept. 12.4 67 27 
22 O Western Mass. Cos. ....... 41 2.20 5.4 3.00 6 = July 13.7 73 52 
88 S Wisc. El. Pr. (Cons.) .... 35 160 46 2.42 12 Sept. 14.5 66 39 
$5 © Wiscousin P. & 1. .....:65: 25 zs 53 1.71 14s Sept. 14.6 75 32 
31 S Wisconsin Pub. Serv....... 22 110 5.0 1.67 16 ~— Sept. 13.2 66 34 





PIVELARES Oot sais cies 4.9% 15.4 73% j 


Foreign Companies 


186 S American & Foreign Pr... 14 $.75e 54% $1.94 D19% June vf? 4 39% 48% 
137 A Brazilian Trac. L.& P..... 7 —_ _ 1.26 D6 ~—s— Dee. 5.6 _ 70 
59 A British Columbia Pr. ...... 34.0120 35 1.62 16 ~=— Dee. 21.0 62 28 
16 A Gatineau Power .......... 31 120 39 1.99 12. Dee. 15.6 60 30 
10 A Quebec Power ............ 29 120 41 1.56 20 ~=— Dee. 18.6 77 44 
45 A Shawinigan Water & Pr... 68 180 26 2.84 25 Dec. 23.9 63 35 





B—Boston Exchange. A—American Stock Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. D—Decrease. *If additimal common shares have been recently offered, earn- 
ings are adjusted to give effect to the offering. Percentage change is in the net income available for common 
stock. **Based on average number of shares. a—Also regular annual 3 per cent stock dividend, which is in- 
cluded in the yield. b—Also 5 per cent stock dividend. c—Also 3/10 share of Northern Illinois Gas for each 
share of Commonwealth Edison. e—Includes 15 cents extra. g—Also 10 per cent stock dividend January 31, 
or poe per cent stock dividend. i—Also 5 per cent stock dividend. Estimated. #Also occasional 
sto ividen 
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What Others Think 


Victory for Private Power 


a residents of Stevens county, Wash- 
ington, had an extra reason to rejoice 
the coming of this year’s Thanksgiving 
holiday. A 71 per cent majority of the 
county voting population had decided, but 
a few days before, that its public utility 
district should sell its power transmission 
and distribution system to the Washing- 
ton Water Power Company for $2,905,- 
000. The unofficial count of the vote in 
the special election was 5,009 to 2,028 for 
private enterprise over the publicly man- 
aged electric power system. By Thanks- 
giving the switchover was already in full 
progress. 

It was the first time since the Washing- 
ton Public Utilities District Law went on 
the books in 1930 that the people of a 
county were presented with an opportunity 
to vote on a clear-cut issue of whether to 
be served with electric power by a private 
utility or a public utility district. The situ- 
ation was equally unique in that it offered 
voters a choice between two existing rival 
services whose respective performances 
could be accurately measured. No such 
basis for comparison had existed since 
somewhat similar elections which took 
place in the 1930’s, such as those in Spring- 
field, Illinois, and Los Angeles. 

Stevens county voters had themselves 
made the election possible. When the PUD 
brought action in 1953 to condemn the 
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properties of Washington Water Power, 
the private utility offered to buy the PUD 
holdings. But its offer was turned down. 
The election was decided on only after the 
utility district commissioners had been 
confronted with petitions demanding a 
popular vote. 

In this manner, the issue was joined, 
both sides engaging in a vigorous cam- 
paign for support at the polls. As printed 
on the ballot, the question was: “Shall 
Public Utility District Number 1 sell all 
its electrical transmission, distribution, 
and associated properties to the Washing- 
ton Water Power Company for $2,905,- 
000?” If 60 per cent of the voters had 
failed to record their affirmative answer, 
under a stipulation entered into by the 
three utility commissioners and the pri- 
vate utility, Washington Water Power 
holdings in the county would have gone 
to the PUD for $3,100,000. 


Ox the basis of comparative perform- 
ance, voters had an easy choice. The 
rates of the private utility were about one- 
half those of the publicly owned system. 
Its service was better. It paid its full share 
of taxes, while the PUD made much 
smaller payments. (Ownership of PUD 
facilities will boost WWP taxes from 
about $68,000 last year to an estimated 
$90,000 for the coming year. The PUD 
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paid only a revenue tax of $5,000.) The 
PUD was dependent on the Bonneville 
Power Administration for its entire pow- 
er supply. Power shortage was an ever- 
present possibility. And there were other 
factors, such as low voltage spots on the 
PUD system. 

The press, public officials, the private 
power industry, and the public at large had 
waited for the decision with interest, and 
reaction was almost immediate. Kinsey M. 
Robinson, WWP president, issued a state- 
ment of thanks to Stevens county citizens 
and said that “the overwhelming vote of 
confidence” was to him “‘a clear-cut indi- 
cation that the majority of the American 
people anywhere will vote in favor of free 
enterprise if they are only given the op- 
portunity to do so.” John Dierdorff, Port- 
land, Oregon, vice president of Pacific 
Power & Light Company, said that the 
PUD had cost Stevens county voters 
$160,000 in unreceived taxes since 1936. 
“It has been fifteen years since any new 
PUD has been voted by the people in either 
Oregon or Washington,” he noted. The 
results indicated “the idea is less popular 
now than ever.” 

Joe Garvey, a farmer, auctioneer, and 
chairman of the Stevens county PUD, ad- 
mitted that “we took quite a trouncing 
here. Evidently, it might be called a trend.” 
The bright side to the picture, in his esti- 
mation, was that ‘‘we’ll get a better electric 
power rate in the outlying areas than we 
have been able to give.”” He added that 
the disproportionate size of outlying areas 
in relation to the total PUD service area 
had made the PUD situation more diffi- 
cult than that existing in many other util- 
ity districts. “Therefore,” Mr. Garvey 
opined, “the statewide effect of the elec- 
tion may not be as great as some people 
think.” 


Ws there a trend toward private en- 
terprise? Rival political and power 


factions drew differing conclusions from 
the defeat of public power in the county. 

The Spokane Spokesman-Review said 
editorially : 

The Stevens county vote does have 
regional and national political signifi- 
cance because of the Democratic party 
alliance with the public power extrem- 
ists in this area. This repudiation of 
local public power indicates that the 
drum beaters for total federalization 
of the power resources in the North- 
west will be having a much more diff- 
cult time in selling their case to the 
public. 

The question of federal generation of 
power is quite different from the ques- 
tion of local distribution of power by 
public agencies in this state. Those poli- 
ticians who have tried to lump both 
questions into one tirade against the 
Eisenhower administration and against 
private business have received a severe 
jolt. The Stevens county vote may be a 
forerunner of the trouble that the pub- 
iic power extremists and the Democratic 
politicians may encounter in the 1956 
general elections throughout the Pacific 
Northwest. 


perme Harriman of New York, 
who was touring the Pacific North- 
west at the time, asserted at Lewiston, 
Idaho, that the result “doesn’t seem to 
have any validity” as indicating a trend in 
the over-all controversy of public versus 
private power. Senator Neuberger (Dem- 
ocrat, Oregon) said he did not consider 
the vote damaging to the cause of public 
power, and called again for a referendum 
on Hell’s Canyon. “In my opinion,” said 
Neuberger, “there is no relation between 
this PUD vote and the whole larger ques- 
tion of federal versus private development 
of multipurpose sites on major rivers like 
Hell’s Canyon and John Day.” 
Senator Neuberger continued: 
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NEW ORDERS 























“YOU’RE GOING TO BE A BIG HELP TO ME. SEEMS EVERYBODY’S 
ASKING FOR THOSE COLORED PHONES THIS YEAR.” 


There have been many votes adverse 
to PUD’s during the great expansion of 
federal dams such as Bonneville and 
Grand Coulee. I still would like to see 
the issue of a big federal dam at Hell’s 
Canyon, as opposed to the Idaho Power 
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Company low dams, put to a statewide 
referendum in Oregon. 

I made this suggestion to Governor 
Patterson several years ago, and he re- 
jected it. I respectfully repeat that pro- 
posal now. 





WHAT OTHERS THINK 


K* BILLINGTON, executive secretary of 
the Washington Public Utility Dis- 
tricts Association, had this to say: 


We naturally regret to see the people 
of Stevens county now give up home 
ownership and a move toward lower 
rates being enjoyed in the many other 
public utility district counties and go 
over to service by a private monopoly 
which is primarily interested in a return 
to its stockholders. Washington Water 
Power’s effort in Stevens county won’t 
make the lights burn any dimmer in 
other PUD counties. As for the election 
being a trend against local public power, 
of course it isn’t. The outcome of the 
election can easily be explained when 
you compare the size of the two com- 
petitors. 


Charles W. Hodde of Colville, one of 
the top officials of the Washington State 
Grange, which played a vigorous role on 
the PUD side of the election, saw no trend. 
He said: 


Some people probably will try to say 
that public power is on its way out, but 
I don’t agree with that. It just proves 
that any time a lightweight crawls into 
the ring with a heavyweight he stands 
a good chance of getting licked. What 
we had here was a small group of farm- 
ers fighting a $150,000,000 corporation. 


On the other hand, The Wall Street 
Journal said editorially : 


The outcome of this election does 
seem to indicate that the sentiment for 


public power in the Northwest is some- 
thing less than the overwhelming de- 
mand that politicians from those sec- 
tions, and the public power advocates, 
wou!d have us believe exists. 

Ir. this case the voters were dealing 
with their own money... . The people 
of Stevens county learned that when 
the customers had to pay the full cost of 
power then the promises of cheaper 
power from public power ain’t neces- 
sarily so. ... If Santa Claus puts a mink 
coat in the Christmas stocking, as he did 
for the people in the Tennessee valley, 
you are not apt to spurn it. But when it 
comes to paying for the fur coat your- 
self, you look twice at the price tag— 
and then maybe you don’t buy at all. 


—— county voters had made their 
choice for private enterprise. Their ac- 
tion was apt to be looked at with care by 
all elements, whatever the interpretation 
and comments that were publicly made. It 
was likely that the impact of the Stevens 
county special election, with its resound- 
ing vote for private management, would 
be indirect as far as national power politics 
were concerned. But in view of the sensi- 
tiveness of the whole Pacific Northwest 
to power matters in general and prospec- 
tive shortages in particular, politicians 
might at least pause in face of the Stevens 
county vote, and take another look at ad- 
ministration-proposed partnership with 
local enterprise in the construction of 
multipurpose power projects, such as John 
Day dam. 





Big Test for the Monorail 


_ by transportation problems in- 
creasing in complexity with the city’s 
rapid expansion and population growth, 


ground for the construction of the first 
monorail system ever to be erected in the 
United States. When it is finally com- 


pleted, the nation will have its first close 
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look at a development in mass transporta- 
tion which American engineers have 
championed for years, but which in this 
country, oddly enough, has never left the 
blueprint stage. 

In 1910, Germany’s Ruhr valley, faced 
with much the same vexations confront- 
ing the nation’s metropolitan areas today, 
decided to experiment with an elevated 
structure, from which was suspended a 20- 
passenger carrying cab, and operated on 
electric power. On a limited scale—no fur- 
ther expansion being carried out, once a 
short line was created, the monorail was a 
great success. 

Houston’s innovation, however, will 
vary markedly from this first experimen- 
tal model. For example, instead of using 
electricity, partially because of its loca- 
tion near the world’s richest oil fields, and 
partially because a different type of equip- 
ment has already been made available, the 
Texan line will utilize a diesel-powered 
combustion engine. The cab, increased in 
size over the German “pilot,” will carry 
forty-five passengers in comfort. 

J. B. White, director of public service 
in Houston, pointed out recently, ““We are 
pretty certain that with modifications the 
monorail will work. If the tests come out 
well, we intend to give the system our 
most serious consideration.” 


Howstex is not alone, however, in keep- 
ing an eye cocked on the 850-foot 
experimental line going up on the site of a 
former race track in Arrowhead Park. 
New York, Chicago, Philadelphia, Mil- 
waukee, Detroit, and San Francisco, ap- 
palled at the increasing traffic tie-up in 
their streets, despite their most frantic ef- 
forts and the building of superhighways 
in recent years, have expressed a decided 
interest in the goings-on. And railroad 
officials themselves also have shown a de- 
sire to be kept up to date since, as a mat- 


DECEMBER 22, 1955 


ter of fact, the monorail was first de- 
signed, years ago, to furnish railroad pas- 
sengers with smooth and efficient trans- 
portation. Commented one executive of 
the New York Central: 


If monorail is feasible, it may, in the 
near future, work fantastic changes in 
the current operating practices of the 
railroads. It is no secret that competi- 
tion from the bus, auto, and the air- 
plane, has bitten heavily into our trade 
and our profit. Maybe this scheme, es- 
pecially employed in short hauls, will 
help us win back both. 


Officials of Monorail, Incorporated, the 
Houston group piloting and financing the 
project, are lavish in their praise of the 
system. The network, as they see it, will 
consist of a single rail, heavily supported 
by thick stanchions, from which any num- 
ber of cars could be hung. Experts point 
out, “Monorail conceivably could offer 
great advantages over more traditional 
forms of transportation—either in cities 
or on the railroads. For one thing, it is 
cheaper to build than either a rail line or 
a subway. For another, it could get the 
trackage, in heavily traveled communities, 
out of the streets. The only right of way 
it would need would be high above the 
roadways—maybe along superhighways— 
with adequate facilities on the ground, of 
course, for boarding and descending.” 

In addition, according to Monorail’s 
president, Murel Goodell, through the em- 
ployment of diesel power, and with the 
inclusion of various safety factors, the 
line’s cars could travel forward at better 
than 60 miles an hour. 


N™ York especially, seeking a way 
out of its chronic street difficulties 
and aware of the claims being made for 
the monorail, is strongly considering the 
single track system, and has consulted 
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with railroad officials on the techniques, 
costs, and obstacles that would be encoun- 
tered in its construction. One plan that 
has been advanced is for a route to be built, 
using the mammoth George Washington 
bridge as its support, and connecting points 
in Manhattan with other densely popu- 
lated communities in New Jersey, thus 
eliminating the metropolitan area’s reli- 
ance on more costly—and in many in- 
stances, antiquated — railroad facilities. 
And in Milwaukee, a plea was recently 
made that before the city does anything 
with regard to a proposed $250,000,000 
“trafic improvement program,” it study 
the advantages of using a monorail as part 
of the network it intends to create. 

Los Angeles, as well, has taken under 
advisement a scheme for the installation 
of a one-track system, wherever surface 
transportation is now outmoded, and a 
cause for tie-ups, and Detroit has also an- 
nounced that, within the next twelve 
months, it will come up with a tentative 
decision as to the use of the method within 
its area. 


Howe for the most part, any firm 
commitments on the part of other 
areas will rest directly upon the achieve- 
ments of the line now being created in 
Houston. Executives of the experimenting 
corporation are so convinced that the 850- 
foot stretch of track will place the nation 
squarely on the threshold of a new and 


revolutionary form of transportation, that 
they reported, only recently, that they will 
ask the city for a franchise to create three 
special lines, leading from the heart of 
downtown Houston to the surrounding 
countryside, where a greater and greater 
percentage of the area’s population is tend- 
ing to congregate. 


O' course, the public’s interest in the 
monorail will perhaps provide the de- 
ciding factor as to whether or not it will 
be put to work. Local surveys, thus far, 
have found prospective passengers rather 
dubious as to whether they would enjoy 
“transportation on a straight-running roll- 
er coaster,” and Monorail executives have 
confessed that public support will have to 
be enlisted before any real program of 
construction is ever undertaken. 

The tests at Arrowhead Park, during 
which the public will be invited to ride the 
monorail free of charge, and then express 
reactions as to its comfort and efficiency, 
will tell much of the story as to whether 
the fifty-four-year-old method of trans- 
portation, remembered but never utilized 
since the first attempts in the Ruhr, will 
finally find a secure place in the transpor- 
tation setup of tomorrow—or sink back 
into the experimental stage from which it 
is only now emerging, as a potential solu- 
tion to the nation’s near-crippling traffic 
problem. 

—Harvey BERMAN 





ad 8 wage motive will cause a man to take a job iF the 
profit motive first creates the job. Furthermore, the rate 
of profit is a guide to production. We have all heard much in 
recent years of the inefficiencies of government enterprise, the 
lack of diligence and incentive of bureaucrats and government 
workers in general. They lack the profit incentive to guide the 


allocation of resources.” 


—Excerpt from Washington Report, published 
by Chamber of Commerce of the 
United States. 
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FPC Exempts Natural Gas 
Company 
oe Gas CoMPANY OF WESTERN 
CarROLINA, Charleston, South Caro- 
lina, was recently exempted by the Fed- 
eral Power Commission from regulation 
under the Natural Gas Act, pursuant to 
terms of the Hinshaw amendment. A total 
of 78 companies have now been exempted, 
either fully or partially. 





The March of 


Events 


The Hinshaw amendment, which be- 
came effective March 27, 1954, adds a new 
subsection (c) to §1 of the Natural Gas 
Act providing that any company which 
buys natural gas at or within a state 
boundary is exempted from provisions of 
the act if all gas so purchased is consumed 
within that state, and the rates, services, 
and facilities are regulated by a state com- 
mission. 


Illinois 


City Tax on Utilities Voted 
HE Chicago city council early this 
month enacted ordinances which es- 

tablish gross receipts taxes, effective Janu- 
ary Ist, on the city’s three major public 
utilities. The vote on each of the three 
ordinances was 38 to 9. 

The taxes, according to official city es- 
timates, will net the city’s corporate fund 
$8,500,000 next year. Others have esti- 
mated the total will exceed that figure by 
several million dollars. The utilities will 
pass the taxes on to consumers. 

The full 5 per cent tax permitted by re- 
cent state enabling legislation was im- 
posed on Peoples Gas Light & Coke Com- 
pany and Commonwealth Edison Com- 
pany, but payments under a 4 per cent 


DECEMBER 22, 1955 


franchise tax paid by Commonwealth Edi- 
son will be deducted from that company’s 
gross receipts tax payments. The gas com- 
pany pays no franchise tax. 

Under an amendment adopted on De- 
cember Ist, Illinois Bell Telephone Com- 
pany will pay 2 per cent. Prior to the 
amendment, this ordinance provided the 
company should pay 5 per cent with pay- 
ments under its 3 per cent franchise tax 
deducted. 

Peoples Gas Light & Coke subsequently 
announced it would appeal the city tax 
voted by the council to the courts. James 
F. Oates, Jr., company chairman, said his 
attorneys had advised that the tax on the 
company is illegal. 

A Commonwealth Edison Company 
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spokesman said the company would not 
contest the 5 per cent city tax. “The com- 
pany, however, must reserve the right of 
freedom of action in event some other 
party established the invalidity of the tax,” 
he said. 


Storage Field Equals Third of 
Peak Need 


on Gas Licut & CoKE CoMPANy, 
Chicago, announced recently that its 
underground natural gas storage field in 
Herscher would be capable of delivering 
one-third of the firm’s estimated peak-day 
heating requirements this winter. 

James F. Oates, Jr., chairman of Peo- 


ples Gas, said a $7,500,000 expansion of 
the storage facility, now nearing comple- 
tion, would increase the facility’s peak-day 
delivery capacity from 150,000,000 to 
300,000,000 cubic feet of natural gas. By 
the winter of 1956-57 the storage field 
will have a capacity of 430,000,000 cubic 
feet and will supply 45 per cent of the gas 
used in Chicago for heating, he added. 

The field lies 55 miles southwest of Chi- 
cago and consists of a closed anticline, or 
“dome,” that provides a “geologic trap” 
for natural gas piped in from the South- 
west. Upon completion of the present ex- 
pansion program, the storage field will rep- 
resent an investment of about $25,000,- 
000. 


Louisiana 


“Ratable Take” System for 
Gas Installed 


 aereekcoeng of natural gas in Louisiana, 
beginning January Ist, will be under 
the same system of “proration, allowables, 
and ratable take” which has prevailed in 
the production of oil for many years. This 
was announced recently by Conservation 
Commissioner Hussey. 

Authority for “ratable taking” of gas 
was written into the model conservation 
act of 1940, under which oil has been pro- 


duced in Louisiana since adoption of the 
law. Although the act was upheld by the 
United States Supreme Court as consti- 
tutional, it had never applied to production 
of natural gas. 

Purpose of the “ratable talsing” pro- 
vision of the law is to ensure that every 
owner of gas lands, or of gas royalties, 
gets his fair share of gas from the reser- 
voir, based on the amount of productive 
acreage he controls. This right has long 
been enjoyed by owners of oil land and oil 
royalties. 


Missouri 


County Opposes Fare Increase 
A intervening petition opposing the 

proposed $995,000 annual increase in 
Public Service Company bus and streetcar 
fares was ordered filed with the state pub- 
lic service commission by the St. Louis 
county council recently. The council in- 
structed the county counselor to prepare 
and file the petition on motion of the coun- 
cil chairman. 


A new tariff filed by the transit com- 
pany calls for a 25-cent increase in the 
cost of weekly permits and student passes, 
but no increase in the basic cash fare of 
20 cents, effective January 1st. The pro- 
posal should receive “thorough study” be- 
fore approval by the commission, the coun- 
cil chairman said. 

Basis of the company’s request was an 
estimated $1,000,000 rise in labor costs 
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next year, the result of a graduated 15- 
cent-an-hour wage rise and other benefits 
granted bus and streetcar operators in a 
new contract last month. 


The state public service commission on 
December 2nd suspended for 120 days the 
proposed fare increase. The first hearing 
was scheduled for December 16th. 


Nebraska 


Power Units Progressing 
OVERNOR Victor Anderson wrote 
Senator Amos Morrison of Mitchell 
recently that the power districts “seem to 
be making progress” to meet the state’s 

power needs of the immediate future. 

The governor’s letter was in reply to a 
telegram Morrison had sent late last 
month, asking Anderson if he could re- 
port on progress in public power reorgan- 
ization in Nebraska. 

In releasing copies of the letter, the gov- 
ernor commented: “My primary interest 
is to see that the people of Nebraska don’t 
have any emergency or a brownout. My 


responsibility ends there.” Reorganization 
is a matter for the legislature, not the gov- 
ernor’s office, he said. 

“It is my opinion,” the governor wrote 
Morrison, “that the power districts have 
been making some progress in working out 
plans for the immediate building of facili- 
ties to eliminate the emergency.” 

In this connection, he reported receipt 
of a letter from R. O. Canaday of Hast- 
ings, manager of the Central Nebraska 
(Tri-County) Public Power and Irriga- 
tion District, outlining progress on plans 
for a proposed plant to be built near Lex- 
ington. 


Pennsylvania 


Gas Company Wins Increase 


oe of a 2-2 tie in the state public 
utility commission, Manufacturers 
Light & Heat Company will be able to in- 
crease its rates $4,380,792 a year, effective 
December 4th and 5th. The increase would 
go into effect in two steps automatically 
because the commission would not have 
time to defray a final order before a 9- 
month suspension expired December 4th 
and 5th. 


Gas Storage Bill Signed 


| eactonimoainape regulating the underground 
storage of natural gas near coal mines 
has been signed into law by Governor 
George M. Leader. 

In 1953 this was one of the most con- 
troversial issues of the session. But this 
year coal and gas interests agreed on a 
compromise. 

The law regulates the drilling and plug- 
ging of gas storage wells. 


Tennessee 


City Sees Need for Power Plant 


geese of Nashville building its own 
power plant was recently reported un- 
der consideration by officials of the city 
as one of several alternatives in the event 
the Tennessee Valley Authority cannot 
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guarantee the city adequate power. 

“We want the TVA to furnish us with 
power if at all possible and we are hopeful 
it can,” said Nashville Mayor Ben West. 
“If it can’t, we will have to look else- 
where.” 
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Progress of Regulation 


Regulatory Trends 


ee of public utility rates has sometimes been called a substitute 
for the competition which limits prices for products and services of un- 
regulated industries. As a regulatory device the rate base approach has received 
the sanction of courts and commissions over a long period of years. This calls 
for the establishment of a rate base (value or cost of plant) and a determina- 
tion of the proper rate of return to be applied to the rate base. This is dis- 
cussed in the recently published book “Rate of Return,” by Ellsworth Nichols. 
The question has arisen, however, whether the rate base approach should be 
used in determining a proper allowance for the cost of gas produced by a com- 
pany which uses the gas in public utility operations. Is it better to allow, as an 
operating expense, a field price fixed by the competitive forces which regulate 
the prices of coal, oil, and gas produced by unregulated producers? 


Fair Field Price of Gas Allowed 


The Arkansas commission, in passing on proposed rate increases for large 
industrial consumers of the Arkansas Louisiana Gas Company (reviewed gen- 
erally in this issue of the ForTNIGHTLY at p. 1054), said that the most con- 
troversial issue was the determination of the amount to be allowed for com- 
pany-produced gas. The company advocated the fair field price method, while 
those objecting to increased rates advocated the rate base approach. This was 
said to be the first time that the question of a fair field price approach had been 
presented to this commission. The commission quoted with approval the state- 
ment by the Federal Power Commission in the Panhandle Eastern Pipe Line 
Company Case (3 PUR3d 396), that it was convinced that the time had come 
when the practice previously followed should be re-examined in the light of 
economic impacts and experience. 
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Arkansas Louisiana Gas Company was currently producing 20 per cent of 
its natural gas requirements, while in 1942 it produced approximately 76 per 
cent. Thus it appeared that the company experience followed closely the trend 
of diminishing production by regulated gas companies noted by the Federal 
Power Commission. The Arkansas commission felt that utilities should be 
encouraged to explore, develop, and produce a substantial portion of their 
natural gas requirements. Any regulatory policy which would stifle this pro- 
cedure would, in the commission’s opinion, be against the public interest, since 
it might well create an arbitrarily depressed price related to what might truly 
turn out to be a “vanishing rate base.” This would tend both to accelerate the 
consumption and fail to encourage the discovery and development of “this 
limited and irreplaceable natural resource.” 

The commission was convinced that the interest of the natural gas con- 
suming public of the state, particularly domestic, commercial, and small indus- 
trial consumers, would best be served by including in the cost-of-service com- 
putation a field price for company-produced gas. This would be a price equal 
to the value as determined from the weighted average price it pays for its pur- 
chased gas in the various fields where it has gas production. 


Early Rejection of Field Price Theory by FPC 


The Federal Power Commission, in a rate proceeding in 1948 (76 PUR 
NS 65), rejected a claim for the commodity value or field price of gas, pro- 
duced by a regulated company from its own gas acreage, as an operating ex- 
pense in lieu of actual production cost. The commission, in considering charges 
by Kentucky West Virginia Gas Company and by Pittsburgh & West Vir- 
ginia Gas Company, described the field price theory as presupposing a complete | 
segregation of the production phase of a company’s operations from its trans- 
portation business, thus treating the production operation as a nonutility func- 
tion free from regulation. 

It was evident that so far as Kentucky was concerned, use of.the field price 
would have the effect of substantially increasing net utility operating income, 
whereas Pittsburgh would receive a smaller net income through substitution 
of the field price. The commission said it had previously considered the “‘in- 
firmities and inequities” of the fair value theory and that the same “infirmities 
and inequities” likewise existed in this variant of the fair value theory, and 
the arguments advanced on behalf of the field price method as applied to pro- 
duction property were no more persuasive than arguments for the use of repro- 
duction cost for pipelines and other property. 

Similar objections to the field price method were explained by Commissioner 
Draper, in a separate opinion in which he concurred in the result of a com- 
mission decision to terminate a proceeding relating to a transfer of gas reserves. 
He said the Northern Natural Gas Company proposed a modification of the 
commission’s rate-making policies by abandonment of the “judicially approved 
cost basis” and the allowance to Northern and other companies of a field price 
or commodity value for the gas which they produced. He said that this pro- 
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posal was premised on treatment of the gas production department of a pipe- 
line company as a nonutility function. All production facilities would be ex- 
cluded from the rate base and likewise other costs pertaining to production 
would be excluded from the cost of service. There would be substituted for 
such actual costs, plus a fair return, a “fictitious operating expense item” based 
upon applying a selected field price or value to the volumes of gas produced 
from the company’s wells. He said that actually the field price or value theory 
was akin to the reproduction cost theory of rate making, whose infirmities 
and inequities led to abandonment of its use in most regulatory jurisdictions. 
He concluded that there presently existed an adequate incentive for natural 
gas public utilities to acquire gas reserves either by contract or through the 
purchase of gas leases. He said that whether the supply be secured through 
purchase contracts or by acquisition of leases is a matter for management to 
decide, but regulation by the commission must be applied to the enterprise as 
the commission finds it and regulation should be uniform (98 PUR NS 97, 
107). 


Admission by FPC of Evidence As to Field Price 


A turning point, however, was indicated in 1951, when the Federal Power 
Commission, in a rate proceeding involving the Northern Natural Gas Com- 
pany, reversed a ruling of an examiner excluding evidence of state-fixed well- 
head prices of natural gas as an operating cost (88 PUR NS 126). The Kansas 
commission had fixed a wellhead price of 8 cents for natural gas produced 
by Northern in the Hugoton field. 

Then, in 1953 the commission sustained rulings of a presiding examiner in 
favor of the admissibility of evidence as to field prices in a rate proceeding 
(98 PUR NS 114). Chairman Buchanan, in a dissenting opinion, said there 
was no question of the commission’s authority to fix rates upon the basis of 
including the production and gathering department in the rate base and treat- 
ing such department as an integral part of the utility’s operations. He referred 
to the Supreme Court decisions in the Canadian River Gas Company Case 
(58 PUR NS 65) and in the Panhandle Eastern Pipe Line Company Case 
(58 PUR NS 100). It should be borne in mind, however, that the authority 
of the Federal Power Commission to include properties used by a natural gas 
company for the production of its own gas in the rate base and to follow the 
usual method of basing rates on a cost determination has not been denied by 
regulatory authorities or the courts. The real question is whether the commis- 
sion should adopt the fair field price instead of following the rate base proce- 
dure—whether this would simplify and expedite rate proceedings and would 
be in the public interest. 


Later Acceptance of Field Price Theory by FPC 


The Federal Power Commission went at some length into the question of 
gas supply cost in the Panhandle Eastern Pipe Line Company Case (3 PUR3d 
396), decided in 1954. Less than one-fourth of the company’s gas available 
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for interstate transmission and sale during a test year was from its own pro- 
duction. About one-fourth was purchased, under a cost-of-service formula pre- 
scribed by the commission, from a subsidiary which in turn bought gas from 
unaffiliated suppliers. More than half of Panhandle’s gas was purchased from 
independent producers. 

The commission noted that under the rate base approach it would be neces- 
sary to include natural gas in place and the properties and equipment utilized 
in producing it in the rate base along with the transmission, compression, and 
other facilities employed. A rate of return on that property would have to be 
fixed and operating expenses chargeable to production would have to be deter- 
mined. Thus, said the commission, “‘all of the costs and risks incurred in the 
search for gas by a pipeline are shifted from the stockholders to the customers 
of the pipeline.” The commission referred to the long-run economic conse- 
quences of using the rate base approach. 

Although the courts had sanctioned the use of the rate base method, Mr. 
Justice Jackson, in a dissenting opinion in the Hope Natural Gas Company 
Case (51 PUR NS 193), said that gas fields turn the rate base method “topsy- 
turvy.” Gas is tangible, possessible, and has a market and price in the field, 
he said. The Federal Power Commission referred to this and other opinions 
in support of the principle that the commission could explore improved meth- 
ods in determining rates. 

The commission concluded that the interest of the public definitely lies in 
the direction of natural gas production by pipeline systems themselves, as dis- 
tinguished from their complete dependence for gas supply upon purchases from 
other producers. The commission, however, cannot compel gas companies to 
engage in exploration, drilling, and related developmental activities, or to ac- 
quire and attach gas reserves discovered by others. The commission was con- 
vinced that the ultimate public interest would be better served by permitting 
the pipeline to receive for the gas which it produced a price reflecting the 
weighted average arm’s-length payments for identical natural gas in the fields 
(and sometimes from the very same wells) where it is produced than through 
the application of the rate base method to this commodity. 





Review of Current Cases 


Higher Rate of Return in Recognition of Risks Involved 
In Supplying Gas to Large Industry 





|. wear of return of 8 per cent from nat- 
ural gas service to large industrial 
customers was approved by the Arkansas 
commission. Allowance of such a return 
on this business would result in an over-all 
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return not greater than 63 per cent from 
all operations. Actually the rates proposed 
by the company and approved by the com- 
mission would, on the basis of figures re- 
lating to a test year, be insufficient to pro- 
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duce the rate of return found to be rea- 
sonable. 

These industrial customers buy gas as 
a part of their cost of doing business and 
if they find a cheaper source of fuel or 
energy they will use it. In this respect they 
differ materially from domestic and com- 
mercial consumers. Some of these cus- 
tomers are much larger than the natural 
gas company and some are actively en- 
gaged in searching for natural gas re- 
serves. 

The utility, therefore, has the risk of 
having to bear the fixed cost of its facili- 
ties installed to serve them and the cost of 
take or pay gas purchase contracts entered 
into to safeguard their fuel reserves to 
comply with orders of the Federal Power 
Commission and the state commission, 
while the customers are substantially free 
to go to other sources of fuel or to use gas 
which they may discover. The utility com- 
pany also bears risks much higher than 
in the case of domestic and commercial 
consumers because of reduced industrial 
activity, strikes, etc., and in managerial 
decisions over which the company can 
have no control. 

The commission, after mentioning these 
facts, declared that the company should 
earn a rate of return comparable to re- 
turns being earned in the general area 
served by the company by enterprises hav- 
ing similar risks. 


Rate Base Adjustments 


The company in its exhibits had used 
a year-end rate base but the commission 
approved the “average balance” method. 
The commission eliminated an oil well 
with the statement that oil operations are 
nonutility in nature. 

No allowance was made for minimum 
bank balance requirements when it ap- 
peared, among other things, that a sub- 
stantial portion of the bank balances was 
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carried in two banks to maintain a bor- 
rowing relationship and to meet the re- 
quirements of the company’s disbursing 
agent for dividends and its paying agent 
for interest on its bonds. The commission 
concluded that 50 per cent of the com- 
pany’s income tax accruals should be de- 
ducted from the working capital require- 
ments. 


Plant Acquisition Adjustment 


The unamortized portion of gas plant 
acquisition adjustment was included in the 
rate base. This adjustment represents the 
difference between the price paid by the 
company in arm’s-length transactions and 
the original cost of property to the party 
first devoting it to public service. Those 
opposing the increase undertook to estab- 
lish that the company had recouped its 
costs in excess of original cost through 
earnings averaging in excess of 6 per cent 
yearly over a period of years, but the com- 
mission found that nonutility operations 
had contributed substantial amounts to net 
earnings and that utility customers had 
contributed nothing towards the earnings 
in excess of an allowable rate of return. 

The commission also allowed as an ex- 
pense an amount for amortization of plant 
acquisition adjustment. 


Allocation 


An allocation of gathering and products 
extraction cost on the basis of annual con- 
sumption, commodity basis, was said to 
be appropriate. Transmission costs were 
allocated 50 per cent to demand and 50 
per cent to volume. The commission be- 
lieved that the use of the one-day peak 
demand was more appropriate than a 3- 
day average coincidental peak day. 


Gas Production Properties 


The commission approved the fair field 
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price method instead of the rate base ap- 
proach to determine the cost of gas pro- 
duced by the company. This phase of the 
commission’s decision is discussed in this 
issue of the ForTNIGHTLY under “Regu- 
latory Trends,” at page 1051. 


Escalator Clauses 


Objectors to the filed rates contended 
that the commission was without jurisdic- 
tion to take any action on the proposed 
rate schedule other than to deny it for 
want of jurisdiction because it contained 


escalator clauses and, according to their 
argument, under the law no schedule of 
rates containing a sliding scale can be 
placed into effect under bond but only after 
a hearing and order of the commission. 
The commission, without discussing the 
jurisdictional question, had ordered the 
company not to place into effect the es- 
calator clauses. The commission, after 
completing its investigation, amended the 
schedule to delete a tax adjustment clause 
and a cost-of-purchased-gas adjustment 
clause. Re Arkansas Louisiana Gas Co. 
Docket No. U-1016, November 3, 1955. 


Court Upholds Commission Power to Raise Utility 
Stock Issue Price 


penne a lower court decision (8 
PUR3d 439), the North Carolina 
supreme court ruled that the public service 
commission had authority not only to veto 
the sale by a telephone company of its 
stock at par but also to impose a condi- 
tion that such stock should be sold at a 
price not less than a specified figure sub- 
stantially above par. 

The governing statute provided that the 
commission may authorize a utility to issue 
securities “with such modification and 
upon such terms and conditions as the 
commission may deem necessary or appro- 
priate...” 

The court expressly held that the find- 
ings of the commission were amply suffi- 
cient to support its order. They disclosed 
(1) that the capital stock of the company 
was selling on the open market at a price 
substantially higher than the above-par 


e 


price fixed by the commission; (2) that a 
sale at par would not provide the amount 
of new money needed by the company; 
and (3) that a sale at the price fixed by 
the commission would barely provide the 
funds required. 

It was the position of the lower court 
that the commission’s price requirement 
was an undue interference with the man- 
agerial discretion of the company since, 
as that court held, the commission had 
made no findings based on evidence to 
show that the requirement affected the 
public interest. The supreme court did not, 
however, go into this proposition further 
than to decide merely that the statutory 
authority, as well as the findings, was en- 
tirely adequate to sustain the commission’s 
ruling. North Carolina ex rel. Utilities 
Commission v. Carolina Teleph. & Teleg. 
Co. No. 237, November 15, 1955. 


County Not Authorized to Represent Ratepayers 
Before Commission 


HE Michigan supreme court affirmed 
a lower court judgment dismissing an 
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action brought by a county to set aside a 
commission order. The order authorized 
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a gas company to restrict service for space 
heating in certain districts within the 
county. 

Purporting to represent the ratepay- 
ers, the county brought its action as a 
“party in interest.” 

No notice of the hearing in the com- 
mission proceeding was given to the 
county, though the county insisted that it 
was entitled by statutory requirement and 
commission rules to notice as a “party in 
interest.” Since such notice was not given, 
contended the county, the order was not 
legally entered. It did not claim, however, 
the right to notice as a gas user. 

With respect to utility matters before 
the commission, the state Constitution af- 
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firmatively provides for the representation 
of ratepayers by cities, townships, and vil- 
lages. But in no instance is the county 
authorized to represent them. 

The court concluded, therefore, on con- 
stitutional grounds, that the county had no 
authority to represent the ratepayers, that 
it was not a “party in interest,” and that, 
consequently, it had no claim to notice of 
the commission proceedings. In view of 
the express provisions of the Constitution, 
said the court, neither the legislature nor 
the commission could have conferred upon 
the county, had they so intended, the au- 
thority which it sought in this instance to 
exercise. County of Wayne v. Michigan 
Pub. Service Commission, 72 NW2d 109. 


Court Administers Setback to Cost Rate Base 


_— United States court of appeals 
reversed the federal district court 
which sustained the order of the District 
of Columbia commission fixing an original 
cost rate base for the Capital Transit Com- 
pany and allowing a rate increase. The 
appeal was taken by a transit rider. 

Only the question of the rate base was 
discussed in the appellate decision. The 
appellant contended that under the circum- 
stances of this case the commission could 
not use a rate base resting on the original 
cost of the company’s properties. 


Basis of Commission’s Order 


The commission found that the com- 
pany, as well as the transit industry in 
general, was contracting capitalwise and 
that both were beset by a steady and rapid 
decline in passenger traffic. A deteriora- 
tion in the company’s public relations 
was noted, which was said to issue from 
the public reaction against the dividend 
policies of the management. It was also ob- 
served that a need existed for mass transit 
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as a solution to crowded traffic conditions 
in Washington. 

In discussing the “controlling princi- 
ples” of the case, the commission asserted 
several important conclusions: First, that 
because of the decline in transit riding, 
fares should be kept at the lowest level 
consonant with the good operating condi- 
tion of the company; secondly, that the 
commission was not bound to impose un- 
reasonable fares in order merely to afford 
dividends to stockholders; and finally, that 
the commission had no duty to use any 
particular formula in fixing rates of fare. 

On the basis of these findings and con- 
clusions, the commission decided to fix an 
original cost rate base, though it noticed 
that the market value of the company’s 
operating properties had seriously de- 
clined. Nearly half the stock of the com- 
pany had been sold in 1949 to the present 
controlling owners at such a price as to 
make, on that basis, all of the stock at that 
time worth rather less than one-fourth of 
the original cost rate base. 
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The Court’s Discussion 
The court said: 


The findings and conclusions (of the 
commission) could well, we think, have 
supported a conclusion by the commis- 
sion that the rate base should be set at 
a level reflecting the current value of 
the company’s properties, viewed real- 
istically. .. . Instead of following its. . . 
findings to what would appear to be 
their logical conclusion, the commission 
reached a different conclusion. 


The court indicated that the mere fact 
that the original cost rate base had been 
used on previous occasions was not, alone, 
a sufficient reason for continuing its use. 
It was pointed out that the need of the 
company for a return sufficient to protect 
its financial integrity, to enable it to raise 
additional capital as needed, and to per- 
mit of reasonable dividends to stock- 
holders would not, again standing alone, 
justify the adoption of an original cost 
rate base as against other possible rate 


bases. “The investor and consumer inter- 
ests,” said the court, “may so collide as 
to warrant the rate-making body in con- 
cluding that a return on historical cost or 
prudent investment, though fair to in- 
vestors, would be grossly unfair to con- 
sumers.” 

Carefully indicating that it expressed 
no judgment as to what rate base should 
have been adopted, the court decided that 
the commission did not show sufficient 
reasons for its use of the original cost rate 
base. 

The case was therefore sent back to 
the commission for further appropriate 
action. Pending such action, however, the 
commission’s order was allowed to remain 
in effect. Spiegel v. District of Columbia 
Pub. Utilities Commission et al. No. 
12523, July 8, 1955. 

The judicial opinion as to rate base de- 
termination should be considered, so far 
as this company is concerned, in the light 
of subsequent action by Congress and the 
commission as reported in 9 PUR3d 449. 


Zoning Ordinance Prohibition against Line 
Construction Invalid 


( igs New York supreme court held 
that a municipality does not have the 
right to bar construction of a high-tension 
electric line required in the interests of the 
public. In doing so, it ruled that a zoning 
ordinance absolutely prohibiting the con- 
struction of electric transmission lines in 
residential districts of the village was in- 
valid. Electric companies are created and 
regulated by state law. There is the abso- 
lute mandate by state law that the company 
shall “furnish and provide such service, 
instrumentalities, and facilities as shall be 
safe and adequate and in all respects just 
and reasonable.” The company had the 
franchise, right, and duty, subject to rea- 
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sonable regulations, to erect and maintain 
the proposed transmission line. No local 
governmental unit should nullify or inter- 
fere with that right and duty, according to 
the court. ; 

The general grant of power to a munici- 
pality to adopt zoning laws in the interest 
of public welfare does not have the effect 
of permitting the local legislative body to 
override such state law and policy. In view 
of these principles, the court concluded 
that the provisions of the zoning ordi- 
nance were invalid in so far as they abso- 
lutely prohibited the company from con- 
structing and maintaining a high-tension 
electric line. 
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Constitutional Law 


Furthermore, according to the court, 
the ordinance was invalid as in derogation 
to the electric company’s constitutional 
rights. Zoning legislation must find its 
justification in the exercise of the police 
power in the interests of the public. Where 
the provisions of a zoning ordinance re- 
stricting the use by a landowner of his 
lands do not tend to promote the public 
interest and general welfare, they may not 
be justified as being a proper exercise of 
the police power and they are invalid. 

Here, the ordinance, operating to stand 
in the way of necessary public utility de- 
velopment, was deemed contrary to, rath- 
er than in the interest of, general welfare. 
That the ordinance might be said to pro- 
mote the health, safety, or welfare of a 
few neighboring property owners was con- 
sidered no justification for its enactment. 
Specifically the court held that the ordi- 
nance violated the due process and equal 
protection clauses of the federal and state 
constitutions and might not stand as auth- 
orized by the police power. 


Respondent’s Position 


The municipal authorities claimed that 
there was no necessity for the transmission 
line to go through the village. They did 
not dispute the need for the improvement 
but claimed that they had the absolute 
right to exclude the line from the village, 
saying, in effect, that it was up to the elec- 
tric company to reroute its line around the 
village through another town. The court 
rejected this argument, saying that the 
availability of another route for the line 
was not properly an issue for litigation in 
this proceeding. 

The court noted that it was not the pre- 
rogative of the village or of the municipal 
officers to dictate where the line should be 
located. If the village could ban the pro- 


posed line entirely from its limits, so could 
every other municipality in the area. The 
court said that “one municipality, espe- 
cially where it uses particular public utility 
services, may not dump the undesirable fa- 
cilities necessary to furnish such services 
upon the lap of an adjoining municipality.” 
It was held to be the province of the 
electric company to lay out, locate, and 
maintain this transmission line, provided 
it acted in accordance with state law and 
policy. Its discretionary powers and ac- 
tions in this respect could not be ques- 
tioned by local authorities and were not 
subject to court supervision, provided, of 
course, the company acted in good faith 
and in accordance with valid regulations. 


Damage to Property Owners 


The court acknowledged the claim of 
the municipal officers to the effect that the 
establishment of the line as proposed 
would result in considerable consequential 
damages to certain individuals and prop- 
erty owners, that neighboring property 
values would be depreciated to some ex- 
tent, but, it said, pecuniary profits of an 
individual are secondary to the public 
welfare. There are bound to be individual 
losses and hardships wherever the line is 
located. 

Since it was conceded by all that there 
was a public need for the proposed line, 
incidental damages, inconvenience, and 
annoyance of individuals, were held not to 
prohibit the taking care of such need. Of 
course, the court said, reasonable local reg- 
ulation of public utilities is permissible to 
alleviate as much as possible private dam- 
age and annoyance caused by utility in- 
stallations. A village may, within reason, 
regulate public service improvements but 
may not ban them altogether. Consolidat- 
ed Edison Co. of New York, Inc. v. Vil- 
lage of Briarcliff Manor et al. 144 NY S2d 
379. 
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Court Upholds Commission Discretion in Granting 
Tank Truck Carrier Certificate 


eon Virginia supreme court sustained 
the state commission in granting a 
certificate to an oil distributing company 
authorizing it to operate as a petroleum 
tank truck carrier within a particular ter- 
ritory. 

A number of existing certificate hold- 
ers opposed the application and brought 
this appeal from the order. 

The governing statute provided that if 
the commission should find that the pro- 
posed operation was “justified by public 
convenience and necessity,” it should issue 
a certificate. The commission made such 
a finding and accordingly granted the re- 
quested certificate. 


Objections to Competition 


The opposing parties objected to the 
commission’s action on the grounds that 
the service rendered by existing tank truck 
carriers was not shown to be inadequate 
to meet the requirements of the public and 
that, moreover, another carrier operating 
in the area would diminish the income of 
those already holding certificates. 

In view of the clear requirements of the 
statute, the court overruled these objec- 
tions, saying that whether existing certifi- 
cate holders might be able to provide the 
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proposed service was not material to the 
decision made by the commission and that 
the matter of competition was of no prime 
importance either. The public convenience 
and necessity, said the court, were the para- 
mount considerations. Referring to sev- 
eral authorities, the opinion indicated that 
“necessity,” in this context, means “that 
which is needful, essential, requisite, or 
conducive to “public convenience. . . . It 
is necessary if it appears reasonably requi- 
site, is suited to and tends to promote the 
accommodation of the public.” 

The court observed that the finding by 
the commission that the granting of the 
certificate was justified by the public con- 
venience and necessity must be presumed 
correct and could not be upset in the ab- 
sence of an abuse of discretion. No such 
abuse was shown. 

Other evidence supporting the commis- 
sion’s decision was the fact that the appli- 
cant had for many years been performing, 
in the territory concerned, the same serv- 
ice, for practical purposes, that it now 
sought authority to provide. This fact, 
said the court, indicated a public need for 
a continuation of the service. Atwood 
Transport Co. et al. v. Commonwealth of 
Virginia et al. 88 SE 922. 


Transportation of Farm Tractors Held Not within 
Heavy Hauling Authority 


HE United States district court re- 

fused to vacate, set aside, or enjoin 
an Interstate Commerce Commission or- 
der which, in effect, held that a trucker’s 
heavy hauling certificate did not include 
the transportation of farm tractors. The 
trucker had requested a hearing for the 
purpose of interpreting his certificate, 
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which the federal commission had refused. 

The certificate itself, and the record in 
the proceedings on the original applica- 
tion, said the court, demonstrated that the 
commission did not act arbitrarily and ca- 
priciously. The trucker had been author- 
ized to engage in heavy hauling, as dis- 
tinguished from the type of commodities 
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authorized to be transported by common 
carriers of general freight. Heavy haul- 
ing did not include commodities which 
could be loaded or unloaded under their 
own power, such as farm tractors. 

The court was also of the opinion that 
the commission’s refusal to grant an oral 
hearing for the purpose of interpreting 


the trucker’s certificate was not arbitrary 
and capricious. The commission may is- 
sue an order, said the court, interpreting 
certificates of public convenience and ne- 
cessity without first holding a further oral 
hearing, if there is no dispute as to the 
facts. Willers v. United States, 133 F 
Supp 270. 


Commission Reviews Telephone Company’s Method of 
Collecting Sales Tax on Out-of-city Calls 


i. New York Telephone Company’s 
method of collecting city sales taxes 
on calls terminating outside the city, which 
had twice been to state courts for a rul- 
ing, came before the New York commis- 
sion on a complaint protesting the collec- 
tion. The court actions had been dismissed 
pending a determination by the commis- 
sion “on the reasonableness, propriety, 
adequacy, and sufficiency of the practices 
and services” involved (10 PUR3d 397). 
See Pusiic UTILITIES FORTNIGHTLY, is- 
sue of November 24, 1955, at p. 908, for 
a review of the court decision. 

The company had collected, since the 
introduction of its Metropolitan Plan in 
1950, almost $800,000 in excess of the 
taxes customers were legally required to 
pay. Under the plan, anyone within the 
area involved is able to dial any other 
number without the intervention of an 
operator. Each subscriber pays a basic 
monthly charge which entitles him to a 
given number of message units and each 
call is evaluated in a number of message 
units from one to six, depending upon 
the zone in which the call originates and 
terminates. 

In most metropolitan exchanges, a rec- 
ord of the number of message units is 
made by use of a recording meter which 
automatically registers the number of mes- 
sage units involved in any particular call. 
Some exchanges use tape which is read 
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by a machine. There is no method in pres- 
ent use which enables the destination of 
the call to be determined. 

New York city levies a sales tax of 3 
per cent upon telephone service. The com- 
mission pointed out that New York city’s 
right to impose the sales tax on calls both 
originating and terminating within the city 
was unquestioned. Likewise unquestioned 
was the law that on calls originating with- 
in the city and terminating outside there- 
of, the city had no right to collect the tax. 

Since the company had no means of de- 
termining which calls terminated within 
or without the city under its present sys- 
tem, it had followed the practice of includ- 
ing the 3 per cent New York city sales 
tax on all excess messages, in the custom- 
ers’ bills. The customers could then obtain 
a refund of the taxes by making applica- 
tion therefor. Few, however, availed them- 
selves of the opportunity, thus accounting 
for the $800,000 accumulation. 


Commission Jurisdiction 


The ownership of the moneys collected, 
held the commission, is a question for the 
courts to determine. The company had ex- 
pressly disclaimed ownership, and both the 
city and the state had claimed the money. 
The commission had previously refused 
a request to restrain the company from 
paying over the moneys to the city but 
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had pointed out that, if the company paid 
the money to anyone but the rightful own- 
er, it did so at its own peril. 

The commission had been urged to or- 
der a refund of the moneys to the com- 
pany’s customers, but refused to do so, 
since the applicable statutes did not extend 
its reparation powers to such instances. 
The subscribers actually entitled to the 
money could not be determined, said the 
commission, and a pro rata refund would 
result in a windfall to some who were not 
entitled to it and would not make whole 
the subscribers rightfully entitled to the 
money. 

The commission felt that the most 
it could determine was that subscribers 
had paid more than they were legally re- 
quired to. 


Additional Procedures Initiated 


The company, after it had introduced 
the Metropolitan Plan, had notified each 
customer that calls to points outside the 
city were exempt from the tax, and that 
a refund could be obtained by making ap- 
plication therefor. In addition, the com- 
pany had permitted customers to make 
application to be exempted from the tax 
upon the statement that a certain percent- 
age of total message units was used for 
calls outside the city limits. Nothing else 


had been done to inform customers of their 
legal rights. 

The commission agreed with the com- 
pany that, although it was possible to ob- 
tain the destination of a call, the situation 
could not be immediately corrected. Poor 
service and the unduly large cost of reme- 
dial equipment made it infeasible to aban- 
don the Metropolitan Plan. 

There were, however, certain steps 
which the company could take, the com- 
mission felt, which could be accomplished 
with little or no cost. The company was 
directed to initiate additional procedures 
to instruct subscribers in the method of 
obtaining refunds of excess taxes paid and 
as to the means of avoiding the imposition 
of such taxes in the future. 

The commission also ordered the com- 
pany to perfect and submit, within two 
years, a mechanical device for recording 
calls originating in the city and crossing 
into an adjacent territory, together with 
an estimate of the cost of installing it. 
Upon receiving the report, the commission 
would be better able to determine whether 
the merits of such an installation out- 
weighed the disadvantages, and pass upon 
the question as to how related costs should 
be handled in respect to rates. Goodman 
& Co., Inc. v. New York Teleph. Co. Case 
17230, October 10, 1955. 


Midyear Rate Base Supported by Nature 
Of Construction Program 


HE Elizabethtown Water Company 
Consolidated was granted a rate in- 
crease by the New Jersey commission, the 
existing rates having been found to be un- 
just and inadequate. The new rates were 
calculated to produce a rate of return of 
5.83 per cent on an original cost rate base. 
Normally, said the commission, it would 
relate operating income for the test pe- 
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riod to an average rate base for the test 
year. In this case, however, since the major 
portion of a construction program had 
been completed by the middle of the test 
year and most of the plant additions were 
not of a revenue-producing nature, the 
commission approved the company’s pro- 
posal for a rate base at the mid-point of the 
year. 
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Revenue and Expense Adjustments 


Certain adjustments were made to the 
company’s projected income statement for 
the test year. The company proposed to 
classify as nonoperating revenue amounts 
received as rental from property classified 
as used and useful. But since the property 
to which such revenues related was in- 
cluded in the rate base, the rental, the com- 
mission said, must be included in the reve- 
nues. 

Though proposing an original cost rate 
base, the company sought to apply depre- 
ciation charges based on book cost, which 
resulted in a substantially higher figure 
for depreciation, book cost being greater 
than original cost because of an item of 
appreciation. It was held, however, that 
the two calculations should have the same 
property valuation basis, and consequently 
the depreciation was required to be based 
on original cost. 
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In its estimated operating expenses, the 
company included a write-off charge for 
main cleaning expense incurred in a prior 
year. The commission was of the opinion 
that this item, which was a nonrecurring 
one, could not be allowed along with a 
claim for routine main cleaning expense. 
The former charge was therefore disal- 
lowed. 

Finally, the company did not normalize 
expenses but attempted to show actual re- 
sults for the test year. Consistency in this 
respect, however, was not maintained in 
the company’s calculation of franchise 
taxes, for they were computed on the 
basis of estimated revenue for the test 
year rather than actual revenue for the 
preceding year. Basing the taxes on actual 
revenue, the commission made an appro- 
priate downward adjustment in this item. 
Re Elizabethtown Water Co. Consol. 
Docket No. 8154, October 19, 1955. 


Company Denied Right to Expand Service Because of 
Unfavorable Capital Structure 


i tan Colorado commission denied a 
water company’s application for au- 
thority to furnish water for domestic use, 
in a new real estate subdivision being de- 
veloped, because of the company’s unfa- 
vorable capital structure. Two-tenths of 
one per cent of the total capitalization had 
complete control of the company’s opera- 
tion and would receive all the profits. If 
the company should borrow any money, 
this percentage would become even more 
minute. 

The commission said that it could not 
in conscience allow the public to be induced 
to invest their savings in the proposed 
residences when the prime necessity, con- 
tinuity of water service, depends on a fi- 
nancial arrangement such as this one. It 
indicated, however, that if the company’s 
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financing would involve risk capital in the 
usual minimum range of 35 per cent, it 
would approve the venture. 


Stage of Development of Tract 


Some seventeen residences have been 
started in the area. Curbs and gutters are 
in and streets are being blacktopped. 
About $73,000 has already been spent on 
the water system, and it was expected that 
about $187,000 more would be spent dur- 
ing the coming year. It was noted that the 
construction had been done without com- 
plying with a state statute providing, in 
effect, that investments would not be made 
in utility construction until assurance of 
security in the investment could be ob- 
tained. 

The money spent by the company had 
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been raised from stock subscriptions. It 
had a loan commitment exceeding $1,000,- 
000, but had not been in debt to date and 
had no occasion to exercise that commit- 
ment. The commission was satisfied that 
the company was financially qualified, so 
far as ability to raise capital was con- 
cerned, to operate a utility system and that 
water was available to serve at least 300 
homes. 
Questionable Financing 


The only matter that bothered the com- 
mission was the company’s financing. It 
said that it was not enough that a com- 
pany had enough money to start business. 
It pointed out that if the proposed serv- 
ice were approved, many thousands of dol- 
lars would be invested by the general pub- 
lic in homes in the area. These people 
would not invest their savings unless there 
were assurance that domestic water would 
be available at reasonable cost. If the fi- 
nancing of the utility were unstable in any 
respect, the investment of these people 
might be jeopardized. 

What was denominated as a security by 
the company was not what one usually 
thinks of when he thinks of stock. The 
total capitalization of the company was 
stated to be $150,000, divided into three 
classes. Class A stock amounted to only 
$300. It was entitled to vote and to re- 
ceive dividends as declared. Class B stock, 


amounting to $8,700, had no privileges at 
all, except that it was allowed “to make 
one connection or tap on the lines of the 
corporation for each share held.” Class C 
stock had no privilege, except the right 
to buy class B stock. The latter two classes 
of stockholders were specifically denied 
the right to participate in management or 
share in profits. They had no possibility 
of any return or profit on their investment 
unless the company dissolved. 

The commission observed that if it al- 
lowed a 6 per cent return upon a proposed 
investment of $260,000, it would be allow- 
ing a net profit, after taxes, in the general 
range of $15,000 a year. This would 
amount to a net annual return of over 
5,000 per cent on the risk capital of $300. 
Observing that such a return is unusual 
in the utility industry, the commission said 
that it would properly be subject to severe 
censure if it permitted such a situation to 
arise. 

Admitting that in the matter of return 
on invested capital in a rate case it might 
treat this money as contributions in aid of 
construction and, therefore, allow no re- 
turn upon it, the commission felt that this 
approach did not recognize the fundamen- 
tal instability of the financing operation. 
Re Northwest Water Development Corp. 
Application No. 13240, Decision No. 
44661, September 28, 1955. 


Storm and Rate Case Amortization Charges 
Limited in Rate Proceeding 


_ New Jersey commission author- 
ized rate increases for a telephone 
company sufficient to raise its rate of re- 
turn from 3.99 to 5.93 per cent on a book 
cost rate base. Evidence indicated that the 
increase would produce enough revenue 
to enable the company to finance its re- 
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quirements for the foreseeable future. 


Vear-end Rate Base 


The book cost rate base, which also re- 
flected original cost, was proposed by the 
company as of the end of the year. Since 
the exhibits pertaining to operating results 
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were similarly based on year-end data, the 
commission considered the rate base de- 
termined as of such time to be fair and 
reasonable. 

The company sought to have included in 
the allowance for materials and supplies 
certain materials and supplies of an affili- 
ate, as well as other items used not only 
in operations but also for plant additions. 
All such items, however, were excluded 
by the commission from the actual allow- 
ance, which amounted to slightly less than 
one per cent of the rate base. 

Company claims in respect to cash work- 
ing capital were also rejected. Only 
amounts and items, said the commission, 
that investors would normally be expected 
to provide until customers pay for service 
can be included in an allowance for cash 
working capital. A little more than six- 
tenths of one per cent of the final rate base 
was allowed for this item. 


Amortization Adjustments 


Besides including actual storm damage 
costs in the test period results, the com- 
pany proposed, in addition, to increase the 
annual operating expenses by an amount 
representing annual storm damages nor- 
malized over a 5-year period. While agree- 


e 


ing with the normalization concept, the 
commission said the normalized amount of 
storm damages could not be superimposed 
upon actually experienced storm damage 
costs already reflected in the test pe- 
riod resulfs. Accordingly, the normalized 
amount was disallowed. 

Another adjustment proposed by the 
company but disallowed involved rate case 
expenses. The company attempted to in- 
clude in the test period results an annual 
amortized amount for the expenses of both 
the present rate case and an earlier one. 
Such double charging to expenses was re- 
jected. 

The commission pointed out that 
since the costs of both cases were amor- 
tized on a 5-year basis, the adjustment 
proposed by the company was tantamount 
to assuming that on the average it would 
engage in a major rate proceeding every 
two and a half years. That assumption, 
however, was not supported by the com- 
pany’s rate case history. The commission 
therefore refused to allow for rate case 
expenses an amount in excess of an annual 
amortized charge, based on a 5-year pe- 
riod, against the costs of the instant case. 
Re New Jersey Teleph. Co. Docket No. 
8645, October 19, 1955. 


Telephone Exchange-area Extension Authorized 
After Customer Poll 


nN application by a telephone company 
for authority to establish an ex- 
tended-area service from one of its ex- 
changes so as to enlarge the local calling 
area of the exchange to include subscrib- 
ers of another telephone company was 
granted by the Wisconsin commission. 

A number of facts and circumstances 
were shown in support of the application. 
At the request of the commission, the com- 
pany conducted a poll of its subscribers, 
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which by majority count favored the 
change, although it would result in higher 
rates. 

A population trend appeared to indicate 
a need for the extension, as did also a 
growing community of interest in the area. 
The proposed extension was further 
deemed desirable because it was consistent 
with a broader policy of change and ex- 
pansion in service contemplated by the 
company. The commission found, more- 
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over, that the extension would in no way 
impair the efficiency of the applicant’s 


service. Re Farmers’ Union Teleph. Co. 
2-U-4473, November 2, 1955. 





Other Recent Rulings 


Federal Pre-emption of Air Traffic 
Regulation. The United States district 
court held that the Aeronautics Act, which 
gave the CAB power to regulate air traffic 
in navigable air space in the interest of 
safety, had pre-empted the field and thus 
precluded states and municipalities from 
enacting contrary or conflicting legisla- 
tion, such as a statute prohibiting air 
flights below 1,000 feet. Allegheny Air- 
lines, Inc. et al. v. Village of Cedarhurst 
et al. (1955) 132 F Supp 871. 


Commuter Service Continued. The New 
Jersey commission denied permission to 
a railroad to discontinue commuter service 
being provided for 4,000 riders daily, since 
it was not shown that other adequate 
transportation was available, even though 
the company sustained losses in this par- 
ticular operation almost equivalent to the 
total revenues from commuters. Re New 
York C. R. Co. November 3, 1955. 


Fares Increased without Rate Base. 
Without requiring a rate base, the New 
Jersey commission authorized two rail- 
roads to increase commutation fares with- 
in the excess of selected reasonable ex- 
penses, not involving property valuation, 
over the total revenue derived from com- 
mutation fares. Re Pennsylvania R. Co. 
Docket No. 8630, Re Pennsylvania-Read- 
ing Seashore Lincs, Docket No. 8631, 
October 26, 1955. 


Construction Work in Progress. The 
Wisconsin commission excluded construc- 
tion work in progress from a telephone 
company’s rate base where the revenue 
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associated with it was not included in op- 
erating revenues and there was no indica- 
tion when the unused plant would be placed 
in service. Re Rhinelander Teleph. Co. 
2-U-4464, November 7, 1955. 


Authority Curtailed by Transfer. In 
authorizing the transfer of a common car- 
rier certificate, the Colorado commission, 
considering the needs of the public and the 
adequacy of existing service, restricted the 
authority contained in the certificate to 
that part only which had actually been 
used. Re Kettler, Application No. 13533- 
Transfer, Decision No. 44761, October 
ei, 3959. 


Agency Station Closed. The Missouri 
commission authorized the closing of a 
railroad agency station despite the fact 
that the revenues of the station exceeded 
its expenses, since no real public need for 
the agency service was apparent and trans- 
portation facilities were otherwise ade- 
quate. Re Thompson, Trustee, Mis- 
sourit P. R. Co. Case No. 13,229, October 
28, 1955. 


Follow-the-trafic Theory Applied. 
Applying the follow-the-traffic theory as 
an element in its decision, the New York 
commission granted a motor carrier cer- 
tificate authorizing the transportation of 
petroleum products, having found that de- 
mand for service had greatly increased, 
that a shift of traffic had been effected, 
and that existing carriers would not be ad- 
versely affected to any undue extent. Re 
Fort Edward Express Co., Inc. Case 
MT-3164, November 1, 1955. 
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Gain specialized experience, engineering advantages, 


and complete satisfaction with DELTA-STAR on the job 


When planning a new outdoor substation, take 
advantage of DELTA-STAR’s standardized engi- 
neering and production methods. You save 
money in the process—and need not sacrifice 
your special requirements. 


Simply provide a one-line diagram of your 
proposed installation—for any type of station 
or any voltage rating. Add information about 
ground space available,arrangement and height 
of circuits. DELTA-STAR engineers then go to 
work for you. 


You receive complete construction drawings. 
When drawings are approved, steel structures 
are fabricated and galvanized under rigid 
DELTA-STAR engineering control. All component 
parts are made ready or provided from stock 
—from anchor bolts to switch operating mech- 
anism. Assembly and erection is quick and easy. 


The result? You hold engineering and erection 
costs to a minimum. You gain satisfaction of a 
job well done. To gain these advantages, check 
DELTA-STAR for your next installation. 


When you want the best in outdoor substations, specify DELTA-STAR. 
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‘To the man whos 





thinking about 


buying a new truck: 





>» And what you’re missing is 

more than ‘“‘maybe,”’ it’s for 
sure—if you haven’t yet visited 
your Dodge truck dealer. 


-»- Do you want to miss a 
rock-bottom price? Perhaps you 
haven’t realized that Dodge 
trucks actually cost less than 
you’d pay for corresponding 
models of most other makes. 


~ 


* Do you want to miss power 
so high it leads the field? Con- 
sider this: with engines of 169 
to 175 horsepower, Dodge over- 
powers every other leading make 
of truck in the low- and medium- 
tonnage fields. 


Be >Surely you don’t want to 
miss the many advantages of 


























“‘Job-Rated.”’ Because all units 
from engine to rear axle are 
engineered and matched for a 
specific job, the Dodge truck 
you buy is exactly right for 
your business. 


> You don’t want to miss 
Dodge safety—which includes 
the biggest wrap-around wind- 
shield of any truck on the road, 
the shortest turning radius. Or 
Dodge superior cab comfort... . 
Forward Look Styling. 


> Inshort, you get a whale of 

a lot more truck for a good deal 
less money than you think! 
Stop in and see your Dodge 
truck dealer right away—don’t 
miss anything! 
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$31,000,000 Unit Placed in 
Service by Public Service 


Elec. & Gas 


A NEW 185,000-kilowatt turbine 
generator, the largest in the electric 
generating system of Public Service 
Electric and Gas Company, has been 
placed in operation at the company’s 
Burlington station. The project cost 
approximately $31,000,000. This ad- 
dition increases the generating capac- 
ity of Burlington station to 475,000 
kilowatts and the capacity of the com- 
pany’s entire generating system to 2,- 
(66,300 kilowatts. 

Since World War I], Public Serv- 
ice has increased its generating sys- 
tem capacity by 82 per cent through 
the installation of eight large new gen- 
erators of various sizes, one unit at 
Essex station, the entire installation of 
four units at Sewaren station, two at 
Kearny station and the new one at 
surlington station. 


United Engineers Retained to 
Construct Test Facilities for 


Atomic Power Plant 
UNITED Engineers & Constructors 
Inc. will construct the reactor test fa- 
cilities for an atomic electric power 
plant in the Delray power plant of The 
Detroit Edison Company, Detroit, 
Michigan. The Philadelphia firm has 
been retained by Atomic Power De- 
velopment Associates, Inc., Detroit, 
an association of power companies, 
equipment manufacturers and engi- 
neering-construction firms. 

While this is the first step toward 
a plant which ultimately will supply 
100,000 kilowatts o£ commercial pow- 
er to the Detroit area, the immediate 
purpose of the facility is to further 
study of the development of atomic 
power for public distribution and con- 
sumption. 
| The test facility, a four million dol- 
lar project, scheduled for completion 
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Industrial Progress 


in 1956, will simulate operating con- 
ditions to determine optimum sizes 
and capacities of heat transfer equip- 
ment. The reactor which United En- 
gineers & Constructors has been com- 
missioned to build for the test facility 
will also be used in the permanent 
power plant which will be started 
when tests are completed and assessed. 

United Engineers & Constructors 
Inc. has been working with Atomic 
Power Development Associates for 
more than three years on studies of 
the use of atomic energy as a source 
of commercial power. The new test fa- 
cility will permit an application of the 
results of this research. 


Tremendous Growth Seen in 
Power Industry 


THE investor-owned electric indus- 
try, which doubled in size in the past 
10 years, is expected to double again 
by 1965, Harllee Branch, Jr., presi- 
dent of Edison Electric Institute, said 
this week before the annual conven- 
tion of the Investment Bankers Asso- 
ciation of America (IBA). Mr. 
Branch, who is also president of the 
Georgia Power Company said the in- 
dustry’s construction expenditures 
should average above $3 billion a year 
for the next 10 years. The industry’s 
capitalization has increased from $13.3 
billion at the end of 1945 to $26.7 bil- 
lion at the end of 1954. “Each year 
for the past seven years,” he said, 
“new issues of electric utilities securi- 
ties have exceeded $14 billion. In three 
of the seven years, the new issues ex- 
ceeded $14 billion.” 

Technological developments will 
have the effect of improving the in- 
dustry’s operations, Mr. Branch said. 
He numbered among these increased 
efficiency of steam boilers and of 
transmission and distribution facili- 
ties, and the extensive use of automa- 
tion. Of the experimental work being 
done on atomic power plants Mr. 








Branch said, “Private enterprise has 
been permitted to participate in atomic 
research and development for only a 
year and is still under considerable 
burdens and restrictions, but already 
private enterprise employing private 
funds has plans definitely underway 
to construct 900,000 kilowatts of elec- 
tric generating capacity using atomic 
materials for fuel. These develop- 
ments will involve an investment of 
over $225 million.” 


Big CP&L Generator 
Rising at Moncure 


CAROLINA Power & Light Com- 
pany is erecting the largest single gen- 
erating unit in its entire system at 
Moncure, N. C. Target date for opera- 
tion of the big new generator is mid- 
summer of 1956. 

A 200-foot smokestack already has 
been built, making a new landmark 
for the region. Beside it a 15-story 
boiler is under construction. Approxi- 
mately 385 people are at work on the 
job, under Ebasco Services, Inc. 

According to engineers, the new 
boiler will consume coal at the rate of 
1,140 tons per day at maximum pro- 
duction. River water will be circulated 
through the condenser at the rate of 
126,000,000 gallons per day. 


Southern Coal Becomes 
Marketing Organization for 
Peabody Coal 


KF FECTIVE November 18, South- 
ern Coal Company, Inc., 333 North 
Michigan avenue, Chicago 1, became 
the marketing organization for all 
coals mined and sold by Peabody Coal 
Company. This is in addition to the 
coals currently produced and mar- 
keted by Southern. This announce- 
ment was made by O. Gressens, chair- 
man of the board, Peabody, and T. L. 


(Continued on page 28) 
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Kelce, executive vice president of 
Southern. 

F. J. Hoyne, R. F. Barrow, and L. 
I. Girard were recently appointed 
Southern vice presidents. All person- 
nel in the Peabody sales division re- 
tain corresponding positions in the en- 
larged Southern sales organization. 


Combustion Engineering to Build 
Nuclear Center 
COMBUSTION Engineering, Inc. 
has contracted for the purchase of a 
530-acre site in Windsor, Connecti- 
cut, on which it will build a Nuclear 
Engineering and Development Cen- 
ter, it was announced recently by 
Broderick Haskell, vice chairman of 

the company. 

The Center will comprise facilities 
for the complete design and develop- 
ment of nuclear power reactors, for 
the construction of reactor cores, and 
for the manufacture of related atomic 
fuel elements. Costing upwards of 5 
million dollars, the Center will begin 
operations late next year. Stone & 
Webster Engineering Corporation 
have been engaged to serve as archi- 
tects and engineers. 


A large engineering and administra- 
tive building, a critical experiment fa- 
cility for studying the physics and nu- 
clear characteristics of reactor cores, 
a “hot” laboratory and a fuel element 
fabrication plant, together with re- 
lated metallurgical, chemical and 
physical testing laboratories, are to be 
erected. 

All manufacturing facilities at 
Windsor will be of the highly special- 
ized type required for the production 
of “light” components such as reactor 
internals, control mechanisms and the 
like. These facilities will be designed 
to conform to all A. FE. C. safety re- 
quirements. 

All “heavy” reactor work will con- 
tinue to be done in the company’s 
main manufacturing plant in Chatta- 
nooga where reactor c¢ ynponents thus 
far produced by the company have 
been fabricated. Existing facilities at 
Chattanooga will soon be augmented 
by the completion of a new bay for the 
manufacture of heavy reactor com- 
ponents. 

Mr. Haskell stated that Combustion 
Engineering, Inc. has been engaged 
in nuclear work since 1946 and today 
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is one of the country’s major suppliers 
of nuclear power equipment. 


New Okonite General Catalog 
Includes Cable Selection Charts 


AVAILABLE upon request only is 
Okonite’s new 16-page general cata- 
log, Bulletin 1096. The bulletin lists 
all trade names, products and _ their 
applications and contains two selection 
charts—one by application and en- 
vironment and one by cable type—for 
use as a practical guide in selecting 
the best insulated electrical cable for 
each condition of use. Minimum 
standard industry specification re- 
quirements are also listed for each in- 
sulation and covering where applica- 
ble. For a free copy, write for Bulle- 
tin 1096 to The Okonite Company, 
Passaic, New Jersey. ] 


Karl Koerper Becomes President 
Of Nat'l Asso. of Mfrs. 


KARL KOERPER, vice president of 
Kansas City Power & Light Com- 
pany, was elected to the board of di- 
rectors of the National Association 
of Manufacturers at the 60th annual 
Congress of American Industry in 
New York December 7th. He will 
serve as NAM director for the state 
of Missouri. 


Automatic Electric to Build 
16 Million Dollar Factory 


A NEW, multi-million dollar factory, 
research laboratory and general office 
structure will be erected by Automatic 
Electric Company on the 170 acre site 
of the former Westward-Ho golf 
course located about 15 miles from 
down town Chicago in Northlake, IIli- 
nois. L. H. Warner, Automatic Elec- 
tric president, made the announce- 
ment. 

The new facility is expected to cost 
in excess of 16 million dollars and be 
completed by late 1957, Mr. Warner 
stated. 

The overall structure will contain 
approximately 1,300,000 square feet 
or 29 acres of floor space. It is de- 
signed for the utmost efficiency in 
manufacturing with adequate pro- 


pansion. 

When the new plant is completed, 
the company will be able to consoli- 
date into one facility all its Chicago 
operations which are now housed in 
fourteen different buildings. 


(Continued on page 30) 
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Our new five-day 





financial seminars... 


Ory, 
hice 
atic 
site 
xolf 
ilk. have been designed to acquaint selected utility 

lee- officials with the inner workings of New York’s 


financial community. 


“* These seminars are made possible through the help 
net of many financial specialists who give a firsthand 


ie account of their particular operations. 
feet In addition, our well-known Public Utilities Round 


de- 


in Tables will continue as in former years. 


ro- 


ted, 


é IRVING TRUST COMPANY 


in One Wall Street, New York 15, N.Y. 


Capital Funds over $125,000,000 Total Assets over $1,400,000,000 
Wiuttam N. Enstrom, Chairman of the Board Ricuarp H. West, President 
Public Utilities Department—Joun F. Cuitps, Vice President in Charge 
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R-R Charts Point Up Savings 
Effected by 99" Printing 
Calculator 


THE use of the Remington Rand 99 
Printing Calculator in conjunction 
with special tables, such as Reming- 
ton’s Multiplication Interest Conver- 
sion table, can effect an operating time 
reduction as much as 60 per cent, ac- 
cording to a new series of charts just 
released by the manufacturers. Im 
ploying multiplication factors instead 
of division factors, the number of 
cycles used in figuring interest is re- 


duced materially. Every step of the 
new, simpler operation is recorded on 
the unique Simpla-tape for checking 
purposes. 

Designed for fast, accurate figure- 
work, the “99” can be used for com- 
puting bond yields, analyzing balance 
sheets, preparing premium adjustment 
statements, etc. 

Copies of these charts (C-990, C- 
982, C-988, SPAD-3067  Rev.2, 
SPAD-3066 Rev.2) are available at 
Remington Rand sales offices in all 
principal cities, or by writing Reming- 
ton Rand Division, Sperry Rand Cor- 
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Puget Sound P & L Plans to 
Enlarge Snoqualmie Falls Station 


DIRECTORS of the Puget Sound 
Power & Light Company recently ap- 
proved plans to enlarge the Snoqual- 
mie Falls hydroelectric generating 
station from 22,000 to 42,000  kilo- 
watts, according to Frank McLaugh- 
lin, president. The project, scheduled 
to begin at once and be completed in 
April 1957, will total about $3,000,000 
and includes rebuilding the existing 
substation at the site. 

“This project is of special signifi- 
cance to the people of King County 
and the Puget Sound region because 
it is in their front yard,” Mr. Me- 
Laughlin pointed out. “It will make 
available additional power to serve the 
area’s rapidly expanding economy and 
is another forward step by Puget asa 
part of the Puget Sound Utilities 
Council program to provide an ade- 
quate power supply for the region.” 


New Holan Bulletin on 
Series 4700 Power Derricks 


A FOUR-PAGE descriptive bulletin 
on Series 4700 power derricks has 
been published by J. H. Holan Cor- 
poration, 4100 West 150th street, 
Cleveland 11, Ohio. 

The new bulletin has performance 
charts, dimensional drawings and op- 
erating features for rear-mounted and 
front-mounted derricks to lift loads up 
to 6500 pounds. 

Holan power derricks are available 
at: the Cleveland plant, the Phoenix 
Division, Phoenix, Arizona; Holan 
Thrift Line Corporation, Griffin, Ga.; 
and Brantford-Holan Limited, Brant- 
ford, Ontario. 


California Electric Power Adds 
Another "First'’ to History 


CALIFORNIA Electric Power Com 
pany has become the first utility in 
the world to make a commercial in- 
stallation of a vacuum switch for high 
voltage transmission circuit breaking, 
according to a recent announcement. 

Calectric is also said to have con- 
structed the first long-distance trans- 
mission line in the world, and was the 
first to develop a series of hydroelec- 
tric plants in tandem to make use of 
the same water five times. The new 
“first” was added to the company’s 
history recently at its Baker substa- 

(Continued on page 32) 
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How will your 


distribution 
system Loads? 


3 
serve tomorrow's... -++++/ Customers? 


Needs? 








Will it be based on sound planning, ready 

to meet ever increasing demands? Will it be 
pleasing in appearance? Or will it reflect 
Topsy-like growth and soon become obsolete? 


Efficient distribution systems are achieved by 
long range planning and design . . . considering 
all factors affecting load growth, service 
requirements, and construction and mainte- 
nance practices. 


In helping you modernize your distribution 
system for future demands (whether it’s urban, 
suburban or rural), Ebasco draws upon 50 years 
of experience throughout the United States 

and abroad. Let this experience—and the 
objective viewpoint behind it—combine to assure 
you of low investment and operating costs. 





Gly. z 
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INDUSTRIAL PROGRESS—( Continued ) 


tion on a 100-mile section of its 138,- 
0O00-volt transmission line = from 
Hoover Dam. 

The vacuum switch, pioneered by 
Lr. R. W. Sorensen of the California 
Institute of Technology and developed 
by the Jennings Radio Manufacturing 
Corp. of San Jose and the Schwager- 
Wood Corp. of Portland, Ore., en- 
ables Calectric to interrupt its 138,- 
000-volt line for maintenance purposes 
with the ultra-modern device that sub- 
stitutes “nothing” for 2600 gallons of 
oil. 

The vacuum switch does what was 
previously done by an oil circuit break- 
er. In comparison, the oil circuit 
breaker required to interrupt 138,000 
volts of power and keep it from are- 
ing over is a 46,000-pound monster 
whose dimensions are i4 feet by 27 
feet. The vacuum switch—comprised 
of four vacuum tubes in series and 
encased in a moisture-proof insulator 

is about four feet long and weighs 
not over 1200 pounds. It costs only an 
eighth as much as its counterpart in 
an oil circuit breaker. 

Whereas the oil is used as the agent 
to break the circuit and keep it from 
arcing over in the oil circuit breaker, 
the breaking agent in the vacuum 
switch is pure nothingness—or as 
close to pure nothingness as anyone 
has been able to get. 

Air acts as a conductor to allow 
flashover and up until recently it had 
been impossible to remove enough air 
from anything like a vacuum tube to 
take a chance on it acting as a breaker 
for high voltage. Now, with the vac 
in- 


uum switch, there’s no chance 
volved. 
The two technological advances 


which paved the way for the develop- 
ment of this “mighty midget” are the 
development of a means of welding 
glass and metal together—and the de- 
velopment of a vacuum pump that can 
produce a highly efficient vacuum. 


Southern California Edison Buying 
Site for New Plant 
SOUTHERN California — Edison 
Company is acquiring lands near Man- 
dalay Beach west of Oxnard upon 
which it plans to construct a new 
steam-electric generating station, ac- 
cording to an announcement by James 
F, Davenport, vice president and gen- 

eral manager. 

Mr. Davenport said that the first 
unit of the new station will cost ap- 
proximately $35,000,000 and will have 
a generating capacity of 200,000 kilo- 
watts. When completed the initial unit 
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will be one of the largest single gen- 
erating units on the Edison system. 

engineering plans for the station 
will provide for the addition of in- 
creased facilities from time to time as 
required. When fully developed it is 
estimated that the company will have 
an ultimate investment in the project 
of more than $75,000,000. Construc- 
tion dates can not be determined until 
after the Public Utilities Commission 
has acted upon the company’s applica- 
tion to construct the plant. 


Robert B. Anderson Joins Board 
OF Dresser Industries, Inc. 


H. N. MALLON, president of Dress- 
er Industries, Inc., a leading manufac- 
turer and supplier of oil, gas and 
chemical equipment and _ technical 
services, recently announced the elec- 
tion of Robert B. Anderson to mem- 
bership on Dresser’s board of direc- 
tors and to the company’s executive 
committee. 

Mr. Anderson, recently named 
president of Ventures Ltd., a Cana- 
dian mining company, with operations 
on several continents, had a distin- 
guished career in Washington as Sec- 
retary of the Navy and as Deputy Sec- 
retary of Defense in the Eisenhower 
Administration. Prior to his period of 
government service, Mr. Anderson 
had an outstanding career in the oil 
business as attorney and general man- 
ager for the W. T. Waggoner F state, 
in Vernon, Texas and in this capacity 
directed exploitation of its large oil 
property. 


Secretary McKay Reappoints Gas 
Industry Advisory Council 
SECRETARY of the Interior Doug- 
las McKay announced recently that 
the term of the present membership 
of the Gas Industry Advisory Coun- 
cil has been extended to December 31, 

1956. 

In notifying the 61 members of 
their appointments, Secretary McKay 
stated that he believed that the advice 
and counsel of the gas industry ob- 
tainable through the Gas Industry Ad- 
visory Council should continue to be 
available to this Department. 


San Diego Gas & Elec. Plans to 
Build Third Unit at Encina Station 
SAN Diego Gas & Electric Company 
recently announced plans to add a 
100.000-kilowatt generating unit to its 
Eneina plant in Carlsbad, New 
Mexico, to cost an estimated $13 mil- 


lion. When completed in July, 1958 
the new unit, Encina’s third, will boost 
the company’s total electric generating 
capacity to 672,000 kw. 


A. G. A. Home Service 
Committee Publishes 
Public Relations Booklet 


“HOME Service Sells Through Pub- 
lic Relations” is the title of a new 
booklet prepared and issued by a sub- 
committee of the A.G.A. Home Sery- 
ice Committee headed by Julia Hun- 
ter, home service director of Lone 
Star Gas Co., Dallas, and a_ past 
chairman of the A.G.A. Home Sery- 
ice Committee. The booklet describes 
the many ways in which Home Sery- 
ice Work promotes sound customer 
and community relations. It reflects 
the wide experience of the capable 
group of home service representatives 
who contributed to its valuable con- 
tents. 

The foreword of the booklet states: 
“Public relations stems from good 
service and then making sure the pub- 
lic we serve knows about it.” The 
booklet then describes how home 
service representatives contribute to 
company relations, dealer relations, 
community relations, school relations, 
youth group relations, and press rela- 
tions through their contacts and activ- 
ities in these and other public rela- 
tions fields. 

Copies of the booklet are available 
at 10 cents each from the Home Serv- 
ice Department, American Gas Asso- 
ciation, 420 Lexington Ave., New 


York 17, N. Y. 


Black Hills Power & Light to 
Spend $2,500,000 in 1956 


OVER $2,500,000 has been budgeted 
for construction by the Black Hills 
Power and Light Company during 
the next year. The amount was ap- 
proved by the company’s board of di- 
rectors and was announced by prest- 
dent J. B. French. 

The approved budget, covering 
four categories, totals $2,504,000. Of 
that amount, the largest allocation 1s 
$1,113,000 for distribution systems. 
Transmission lines and equipment 
were budgeted at $846,000, produc- 
tion will come in for $247,000 and 
$268,000 has been ear-marked for 
general use. That does not include 
any allocation for a $34-million addi- 
tion now under construction at the 
company’s Kirk plant. 
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Utilities pipeline contractor 


Averages 20 feet of trench per minute, digs 
2 to 4 jobs per day with each of his Clevelands 


1000 feet of complete pipeline 
construction—trench digging, pipe- 
laying, backfilling and backfill 
compaction—is an average day’s 
work for each crew of F. H. Linne- 
man, Inc., pipeline and utilities 
contractor of Denver. Most of this 
work is on 2-, 4- and 6-inch pipe- 
lines for the many new housing 
developments in the Denver area. 


With a Cleveland Trencher open- 
ing up trench at an average rate 
of 20 feet per minute, a typical 
linneman crew will do 2, 3 or 4 
complete pipeline jobs in an 8-hour 
day—jobs that run from 50 to 1000 
feet each in length. One of these 
crews has a record day’s produc- 
tion of 7 complete jobs. 


Currently operating 7 Cleveland 
Trenchers, Linneman specializes 
in utilities work—gas, water and 
sewer line construction. Equipment- 
minded and especially mainte- 
nance-conscious, he has consist- 
ently employed Clevelands ever 
since he began his contracting 
business in 1946. 
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Fast portability of equipment is essential 
in Linneman’‘s tight-scheduled opera- 
tions. His Clevelands can be loaded on 
their low-bed trailers in less than 10 
minutes time, ready fo roll safely from 
job to job at legal limit speeds. 











“Maintenance costs on Clevelands are 
appreciably lower” says owner of 7 


Here is what F. H. Linneman has to 
say about trenchers: 


“In the type of work we most gen- 
erally perform, in the city especially, 
we have found Clevelands best suited 
to our operations because of their 
narrow-width construction, com- 
pactness and speed. They enable us 
to work in close places and keep 
trenching ahead of follow-up oper- 
ations, a decided advantage. 


“We have employed Clevelands in 
our work since we began contracting 
in 1946. We have seven of them at 
the present time, the oldest being 
a Cleveland Model 95 purchased in 


THE CLEVELAND TRENCHER COMPANY e 20100 St. Clair Ave. 


1948. We have no record of the 
miles this machine has dug, but 
feel that it would be a near-record. 
Our maintenance costs on it have 
been extremely low. 


“Our over-all maintenance costs on 
Clevelands are appreciably lower 
than on other trenchers we have 
operated. This is another reason 
why we have purchased more 
Clevelands than any other make. We 
have also found it easier to train 
operators for Clevelands than for any 
other make. Our newest Cleveland, 
a “240,” was delivered only last 
week by H. W. Moore Equipment 
Co., here in Denver.” 


Cleveland 17, Ohio 
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Just Off The Press... 


CONDUCT OF THE UTILITY RATE CASE 


by Francis X. Weleh, B. Litt... LL.B... LL. M. 


) jon is the companion volume promised in the preface of “PREPARING FOR THE UTILITY RATE 


CASE,” which has met with such wide acclaim during the past year and a half. 


It deals with those procedural matters which come after the preparatory stages of the 
rate case. It presents for the first time the practical problems of conducting the case— 


> filing the application 
© introducing the evidence 


~ examining the witnesses, ete. 


In fact, it explains the time-saving and effective ways of making the 
step-by-step progress toward the rate decision, including information 
concerning the requirements for appeal and review. 


Nowhere in the literature of regulation will you find, in rela- 
tively small compass, a comparable exposition and guide. 


Here are the chapter headings: 


Assisting In The Rate Case Preparation 
The Formal Approach To The Rate Case 
The Attorney-Client Relationship 
Preparing The Petition or Application 
Preparing The Testimony 

Parties—Rate Complaints—Investigations 
Negotiations Before Hearing—Prehearing Proceedings 
Setting and Opening The Hearing 
Examination In Chief 

Cross-Examination and Rebuttal 
Evidence in a Rate Case 


The Case for Complainants 
or Rate Increase Protestants 


The Expert Witness 


Motions, Interlocutory Procedures, Arguments, Briefs 
and Decisions 


Appeal and Review 


= 
= 
= 
— 
S 
~~ 
S 
= 
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“Conduct of the Utility Rate Case,” like its companion, is designed not only to aid both 
rate-case practitioners and regulatory authorities. but everyone who has responsibilities or duties in 


connection with a rate case. 


Order your copy of this 400-page volume today 
Price $12.50 


PUBLIC UTILITIES REPORTS, INC... Publishers 
NEW BOOK DEPARTMENT 
309 MUNSEY BUILDING 
WASHINGTON 4. D. C. 
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gE PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
4706 BROADWAY, KANSAS CITY 2, MISSOURI (SINCE 1915) 














DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, REPORTS, APPRAISALS AND MANAGEMENT 











* Standby 
% Augmentation 
%*% 100% Town Supply 


Design « Engineering ¢ Construction 


DRAKE & TOWNSEND 1] WEST 42ND STREET NEW YORK 36,N. Y. 


tC ee eo > Ak Te 0 





m 





x Jord, Bacon & Davis 
vauation JE QUNCORD: °Essityere" 


NEW YORK @ CHICAGO e@ LOS ANGELES 
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PROFESSIONAL DIRECTORY (continued) 









GIBBS & HILL, inc. 


CONSULTING ENGINEERS 
DESIGNERS ¢ CONSTRUCTORS 
NEW YORK LOS ANGELES 






































GILBERT ASSOCIATES, INC. 
GA ENGINEERS © CONSULTANTS © CONSTRUCTORS 
607 WASHINGTON ST. 
FOUNDED 1906 READING, PA. 


@ WASHINGTON © PHILADELPHIA @© NEW YORK 

















W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 
55 Liberty Street New York 5, N. Y. 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


134 So. LaSalle Street Chicago 3, Illinois 

















GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 
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PROFESSIONAL DIRECTORY (continued) 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
. COLUMBUS, OHIO 





1384 HOLLY AVENUE 











JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 








She huljian lopovralion : 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 


INVESTIGATIONS e REPORTS 


SURVEYS e 
PHILADELPHIA 21, PA. 


1200 N. BROAD ST., 








William S. Leffler, Engineers Associated | 


NOROTON, CONNECTICUT 
Utility Management Consultants Specializing in REGULATORY 
GAS 
L " MUNICIPAL 
WATER” COST ANALYSIS PROBLEMS 
for past 35 years 


Send for brochure: ''The Value of Cost Analysis to Management"' 














N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 


RATE CASES—BUSINESS AND ECONOMIC STUDIES 
New York 


120 Broadway 











Mention the FortNIGHTLY—/t identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 


MIDDLE WEST SERVICE COMPANY 


Business and Engineering Consultants 
(INCLUDING JAY SAMUEL HARTT CONSULTING ENGINEERS) 





Organization * Corporate Practices * Accounting * Budgeting * Financing * Taxes * Stock Transfer * Appraisals * Valuations * Economic 
Analysis « Cost of Money Studies * Depreciation Studies * Engineering * System Planning ¢ Industrial Engineering * New Business * Rates « Pricing 
Sales and Marketing * Safety * Insurance * Pensions * Employee Welfare * Public Relations * Advertising * Personnel * Industrial Relations 


20 NORTH WACKER DRIVE « CHICAGO 6, ILLINOIS 











SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 














SANDERSON & PORTER 


ENGINEERS & 
AND 
CONSTRUCTORS 














Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Ind ustrials 
Studies—Reports—Design—Supervision 


Chicago 3, Ill. 














The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 














Whitman, Requardt and Associates 


Publishers of the 35-year-old 


DESIGN — SUPERVISION HANDY-WHITMAN INDEX 
for Public Utili 
REPORTS — VALUATIONS Siesiaateiane tae 
Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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PROFESSIONAL DIRECTORY (concluded) 


Deter F. Loftus 


Abram $Aerial Survey SO Rm PO RA TI 
Lotporation 
} DESIGN AND CONSULTING ENGINEERS 


Topographic and Planimetric Maps Electrical * Mechanical © Structural 


Mosaics, Plans & Profiles for all Civil © Thermodynamic ¢ Architectural 
Engineering work. 


Abrams Bldg. Lansing, Mich. FIRST NATIONAL BANK BLOG., PITTSBURGH 22, PA 











































EARL L. CARTER LUCAS & LUICK 
Consulting Engineer ENGINEERS 
REGISTERED IN INDIANA, NEW YORK, OHIO, DESIGN, CONSTRUCTION SUPERVISION, 


eres Wess Sonne Seer OPERATION, MANAGEMENT, APPRAISALS, 
Public Utility Valuations, Reports and 


Original Cost Studies INVESTIGATIONS, REPORTS, RATES 
9i0 Electric Building Indianapolis, Ind. 231 S. LASALLE St., CHICAGO 























ENGINEERS, CONSTRUCTION AND LUTZ & MAY 


MAINTENANCE CONTRACTORS Consulting Engineers 
for the GAS INDUSTRY STEAM, GAS & DIESEL POWER STATIONS 





ml whey waa) PUMPING PLANTS—ELECTRIC SYSTEMS 
pe aaiinevice co REPORTS—DESIGNS—APPRAISALS 
1009 Baltimore Kansas City 6, Mo. 








327 So. LaSalle St., Chicago 4, Il. 




















GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 
Investigations—Reports—Appraisals 


Original Cost and Depreciation Studies GREELEY COLORADO 
Rate Analyses—Insurance Surveys 


MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 























FRANCIS S. HABERLY A. S. SCHULMAN ELEctric Co. 
CONSULTING ENGINEER Electrical Contracting Engineers 
TRANSMISSION LINES—DISTRIBUTION—POWER 
ST ATION—INDUSTRIAL—COM MERCIAL 
INSTALLATIONS 
122 SoUTH MICHIGAN AVENUE, CHICAGO CHICAGO Los ANGELES 


Valuation — Depreciation 
Investigations and Reports 























JACKSON & MORELAND SLOAN, COOK & LOWE 


Engineers and Consultants CONSULTING ENGINEERS 
Design and Supervision of Construction 120 SOUTH LA SALLE STREET 
Reports — Examinations — Appraisals CHICAGO 


Machine Design — Technical Publications Appraisals — Reports 


BOSTON NEW YORK Operating — Financial — Plant 
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The dynamic power utility industry is increasing the emphasis on automation, 


ECONOMICAL...the most economical 
type of multi-channel communication. 

EASY TO EXPAND...channels can be 
inexpensively added. 

WEATHERPROOF... the most reliable in 
snow, ice, rain, and high winds. 
VERSATILE ...spans rivers, swamps, 
mountains, and city streets with ease and is 
virtualiy unlimited in length. 

PRIVATE ...owner has complete control 
over communications at all times, and narrow 
beam assures private communication. 


) improved operation 


data transmission, and centralized control to obtain better protection of personnel 


and property, better service, and more efficient operation—and microwave is 


providing the necessary communications. Motorola microwave systems are 


transmitting intelligence via telephone, telegraph, teletypewriter, telemeter, 


supervisory control, facsimile, television and many other devices. 


Thousands of miles of Motorola microwave systems have been working 


dependably over the years in the power utility industry. This acceptance and 


experience means engineering and production “know how’’—equipment which 


performs better, lasts longer, and costs less to maintain. These extra dividends 


repeatedly appear in operational records of Motorola microwave users. 


Partial list of systems operating in the power utility industry 


Bonneville Power Administration 
Brazos Electric Power Co-op. 
Central Illinois Public Service Co. 
Cleveland Electric Illuminating Co. 
Dayton Power and Light Co. 

East Kentucky RECC* 

Idaho Power Co.* 


IMinois Power Co. 

Kansas Power and Light Co.* 
Kentucky Utilities Co. 

Middle South Utilities Co. 

Modesto Irrigation District 

Northern Indiana Public Service Co.* 
North West Electric Power Coop. 


Ohio Power Co. 

Pacific Power and Light Co. 

Puerto Rico Water Resources Authority . 
San Antonio Public Service Board 
Southern California Edison Co. 
Southern Counties Gas Co. 


Texas Electric Service Co. 
*Under Construction 
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PACIFIC. 


wse the DRE SER pl ‘ - to do the job better 


The Dresser Plus 
is the important added value 
that works for you when you use any 
Dresser product. Behind the many Dresser 
products in the enterprising public utilities industry 
is the combined skill and efficiency of an experienced 
Dresser team of companies. Yet, each company oper- 
ates independently to assure maximum specialized 
attention to your specific needs. 

Typical of the wide range of Dresser products, 
CLARK “heavy duty” compressors move millions of 
cubic feet of gas through pipe line networks, Roots- 
CONNERSVILLE Division provides precision low-to- 
medium pressure blower equipment. Another “team 
member,” DrEssER MANUFACTURING, supplies flex- 
ible couplings for distribution lines of virtually every 
community in America. Paciric Pumps, INc. offer 
an outstanding line of boiler feed and water pumps 
Another example of Dresser’s specialized service to 
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the utilities industry is Dresser-IDECo, a lead- 

ing manufacturer of steel fabricated sub-station 
equipment for the electric industry and steel 
towers used in radio, television and telephone 





communication. 

No other single company provides the same broad 
range of superior products and services... the 
standard of comparison the world over. Put the 
Dresser Plus * to work in your facilities to help 
you serve your customers better . .. more profitably. 


AND CHEMICAL EQUIPMENT 
MPUCTURAL STEEL PRODUCTS 


DALLAS 21, TEXAS 


THESE ARE THE DRESSER INDUSTRIES 


BOVAIRD & SEYFANG IDECO 
Bradford, Pa. — Founded 1891 


CLARK BROS. 
Olean, N. Y. — Founded 1880 


DRESSER MANUFACTURING DIVISION 
Bradford, Pa — Founded 1880 


DRESSER-IDECO 
Columbus, Ohio — Founded 1920 





Dallas and Beaumont, Texas — Founded 1920 
LANE-WELLS COMPANY 
Los Angeles, Calif — Founded 1932 
MAGNET COVE BARIUM 


Houston, Texas; Malvern, Arkansas 
Greybull, Wyoming — Founded 1940 


PACIFIC PUMPS 
Huntington Park, Calif. — Founded 1923 


ROOTS-CONNERSVILLE BLOWER 
Connersville, Ind. — Founded 1854 


SECURITY ENGINEERING 
Whittier, Calif.; Dallas, Texas — Founded 1931 











